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of Management and Budget; the Secretary of Corrmerce; and the
Secretary of Labor.

Comuoptroller General
of the Umited States

50 TH ANNIVERSARY 1921~ 1971




COMEIROLLLE GFIRD 10 ”OPF RELTABLE DATA NEEDED AS A DASIS FOR
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DIGEST

WHY THE REVIEW WAS KADE

The Economic Developient Administration, Department of Commerce, pro-
g ides financial, technical, and planning assistance to aid long-range
f ie‘onom1c de ve?oamont of distressed areas. As authorized by law, the
Secrétary of Commerce designates areas eligible for assistance on the
i i basis of slatistical data developed by the Departments of Labor and the
i * Interior and the Buveau of the Census. (See p. 8.)

For the most part, the Econcmic Development Administration's ability to
identify properly areas eligible for assistance hinges on the soundness
of unapioymant and income data. The designations of cconemic distress
may intiuence the distribution of monies and benefits from other Federal
agencies. For cxomple, firms located in arcas of high unemployment are
eligible for Federal prozurement preference. (%ec p. 10.) Theretore

the General Accounting Office (GAQ) made a review of the currentness and
accuracy of the statistical data used for determining an aveca's eligibil-
1ty for dSaTSthCE

FINDINGS AJD CONCLUSTONS

Unemployment and income data used by the Econcmic Development Administra-
tion in determining the eligibility of Tocal arcas are not current and
are of questionable accuracy. The data should be dmproved to ensure re-
alistic econcmic appraisals of those areas. GAQ guestiouns whelher the
areas of the United States experiencing economic distress, as indicated
by high uremplayment and/or Tow income levels, are, in all instances,
being provoriy identified. (See p. 14.) GAO did not attempt to evalu-
ate the approprieteness of unemployment and income levels as criteria

for etigibitity.

Unemploymernt data

The questionabie reliability of the unemnlovment data is atiributuble

to conceptuel weaknesses in the methodoiogy for estimating unciplovment
- as well as to problems in developing unemployment rates for small areas,

(See p. 14.) This report discusscs these weaknesses which raise
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considerable doubt as to the accuracy and reliability of the unemploy-
ment estimates made for small and rural arcas. (See pp. 18 to 40.)

The many problems associated with the development of curvent and reli-
able statistical data are not subject to ready solution. This is espe-
cially true of small areas--characteristically redevelopment areas--
where statistical data normally are not gathered on a continuing basis
and where the costs of develeoping meaningful statistical data are sig-
niticently hicher than those connected with developing data on a national
or regional basis. (See p. 10.)

Within recent years the Department of Labor has initiated and sponsored
studies designed to produce information which could be used to improve
the methodology established for estimating unemployment in State and To-
cal areas. Except for a modification with respect to one major element
of this methedology, however, the studies have not resulted in an im-
proved methodology, and it remains basically the same as that introduced
in 1900.

GAO evaluated the unemployment-estimating practices in two States. In
both States the prescribed methodology was subjected to varied degrees of
modification and was not applied uniformly. State agencies are severely
handicapped in their attempts to develop reliable uncunloyivent rates us-
ing this methodology, because of the Tack of current Tabor market data
for local areas. (See p. 27.)

Furthor study is required to determine the extent to which the practices
and experiences of ihe States included in G/0's review are indicative of
those in other States. GAO believes, however, thal, although thecy may
vary in degree, the problems experienced by the two Stetes are charac-
teristic of those 1in many other States, because of the general lack of
labor market data for small and rural areas. (See p. 27.)

Income data

Family income data for States and Tocal areas are available only from
census information gatherad once every 10 years. There are two pro-
nounced drawbacks to the use of these data in determining current eligi-
bility.

--They do not provide a reasonahly current measure of income.

--The preciscness and reliability of the data developed for small
areas is guestionable. (See p. 48.)

Because current family incoine data are not available, the Economic De-
velopment Administration is not able to make the annual review of area
eligibility based on income that is required by the Public Works and Eco-
nomic Development Act of 1965, as amended (42 U.S.C. 3121) or to base its
determinations of maximum grant rates on recent data.
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DIGEST

WY THE RZVI1EW WAS ML

The Economic Davelopment Adwinistration, Department of Commerce, pro-
vides Tinancicl, technd cal, and plenning assistance to eid long-range
economic aevelopnant of distrizsed arcas.  As avthor?zcd by Taw, the
Secretary of Comnzrce C’oi;"'I’S orezs elioible for assistance on the
basis of statisiical diin develonad by the Depzriwenis of lLakor and the
Interior and the Furcau of +hv Census.  (Sce p. 8.)
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For the most part, *I Econenmic c\a]opmnnb Administrotion's ability to
1dan1xy properly oreas eligible Tor assistonce hintes on the soundness
o7 unemployment and iwcone datz. The desiunations of ccoenenic distress
may influence the distribution of monies aid benetits frow other Federal
agencies. For exemple. fivis lecated in aveas of high unonolooment are
eligible for Federal piocuruncnt prefercnce.  (See p. 10.) Therefore

the General Accounting Ofvice (CLJ) made @ review of the currentness and
accuracy of the statisticzl deta used Tor Jdelarminivg en erea's eligibil-
ity for assistance.

FINDTGS AND CONCLUSIONS

Unemp]uyment and incoma dats used by the Cconomic Develupuent Administra-
tion in determining the cligibility of local avess are not current and
are of questionsble accuracy. The data should be imnroved 1o ensure re-
alistic economic appraisals of those areas. GAC quss tions whelher the
areas of the United States expe riencing economic distress, as indicated
by high unclp101mev, and/or low income Tevels, are, in all instances,
being properly identified. ( ce p. 14.) GAD did not utLempt io evalu-
ate the appropristeness of unenployment and income levels as criteria
for eligibility.

Unemployment dota

The qguestioneble reliahility of the unzmployment cdata i3 attributable
to conceptual wealnesses in the nethedology for estimeting unumplioyment
as well as to probicis in developing unemployment ratss for snell areac

(See p. 14.) This repert discusses these wesknesses which rajse
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GAO believes that the Economic Development Administration should con-
sider the feasibility of using per capita income data (developed by
the Office of Rusiness Cconomics, Department of Comni2ree) as one moans
by which incone levels could be measured more frequently then cvery 10
years. Any departure from using median family income crileria, how-
ever, will require a change in legislation. The preciseness wnd vreli-
ability of the per capita income data has not been fully tested. GAD
1s not necessarily advocating the use of these data in their present
form. (See p. 56.)

RECOMMENDATIONS OR SUGGESTIONS

GAD is making several recommendations designed to improve the system.
For example:

--The Secretary of Labor should ascertain changes needed to improve
unempioyment estimates and to monitor State unemployment-estimating
practices. (See p. 46.)

--The Secretary of Commnerce should study the problems associated with
developing current unemployment and income data, consider the use of
the more current per capita income data, and recomsend changes in
legislation as warranted. (See p. 57.)

Other recommendations are contained on pages 46 and 57.

AGENCY ACTIONS AND UNRESOLVED ISSUES

The Department of Labor said that--in Tine with GAO's recommendations
and within the constraints of budget resources and starfing ceilings--
it would take steps to ensure uniformity in the application of the pre-
scribed estimating technigues and to improve the accuracy and compara-
bility of data. The Dcpartment said also that it would consider the GAO
report as part of the Department's evaluation of the unemployment-
estimating procedures that currently was being made. (See p. 46.)

The Department of Labor agreed with GAO's recommendation that the find-
ings of research studies on estimating unemployment should be converted
into timely and meaningful action, where practicable and feasible, and
that the Depariment should improve the review and monitoring procedures

- of the unemployment-estimating practices of the State cmployment secu-
rity agencies. (Sec p. 47.)

- The Department of Labor said further that the duprovemenis necessary in

the methodology would be made by the end of fiscal year 1871 and would
take account of GAO's findings as well as the Tindings of recearch studies

Tear Sheet
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; sponsored by the Departwont and by the affiliated State employmant se-

i curity agencies. (See p. 47.)

§ The Departnent of Labor noted that the reliability of estirativg unom-

! plovinent by using the prﬂfcr' sed estimziing fechniques tenied fo di-

§ crezse Tor smatl ercas,  For many smail, prfdcmi ;ut]y purel ar-as, the

! major problom is one of underemnlowdent of available manpeier rother

i thait unernloye-nt vinich the wethodoloay is dintendoo to mweocure.  Because
. of this. the UQPCx«M’nt stoncstad that elternative approsches 1o measur-

i ing economic distress mighi te necded. {See p. 43.)

: - The Department of Cowmmerce coveed, in nrinciple, thet it would ve aesir-

able to have move recent income infarmstion on a rogular bosis but stated
that ihe costs of securing such informstion by duniicatling Burcou of the

i€
Census procedures and technigues appervaed nichibitive. By usine ather
date securces, such as Office of Busin os Econumics por ¢apita rcome,
however, the Ecunoenic Development Acministraiion hopes to develop reason-
ably accurate income estimales. (See p. 56.)

Further, a work group is studying per capita incowa date, but much re-

mains to be done before they can be used to measure areca coonomic dis-
tress. (See p. 58.)

MATTERS FOX CORSTNIRATION BY THL CONGRESS

Titles I through TV of the Public woaks and Ecene vie Develocment Act of
1965 expire at the close of fiscal yecar 1871, The house C&mn?iLee on
PubTic Morks plans to corduct extensive heerircs on the [conomic Devel-
opment Administration and its programs in mid-1971,

Also the Secretary of Comwerce may seek changes in legislation on the
basis of the review recommended by GAD of the problems associatcd with
developing unempleyment and income data,

GAO believes that this veport will be useful to ihe Congress in consid-
ering these mattcrs

WELTRTLT TR T
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GNO believes that the Lcononic Development Administiration should con-
sider the feasibility of vsing ner capita income dolo (developed by
the 0ffice of Business Econamics, Departrent of Cowncree) s one meens
by which income levels could be measured move frequently lhaon cvery 10
years. finy departure {rom using median family income criteria, how-
ever, will roquire a changa in leg.slatlion. The prcciscness and reli-
abitity of the per capite incowne deta has not been fully tested. GAG
is not necessarily advocating the use of these data in their present
form. (See p. 56.)

RECOMurRDATIONS OR SUGGESTTONS

GAO is making several recommendations designed to impiove the system.
For exampie:

--The Secretary of Labor should ascertain chonges needed to improve
uncmploymant estimates end to monitor State uncrployment-estimating
practices. (See p. 46.)

--The Secretary of Commcrce should study the problens éssocialed with
developing current unemployment and income data, consider ihe use of
the wmore current per capita income data, and recourend changes in
legislation as warranted. (See p. 57.)

Other recomiendations are contained on pages 46 and 57.

AGENCY ACTIONS AND UNRESOLVED JSSUES

The Department of Labor said that--in Tine with GAC's recommendatlions
and within the constraints of budget resources and staffing ceilings--
it would take steps te ensure uniformity in the appiication of the pre-
scribed estimating technigues and to improve the accuracy and conpara-
bility of data. The Deparmment said also that it would consider the GAO
report as part of the Department's evaluation of the unemploynant-
estimating procedures that currently was being made. (See p. 46.)

The Department of Labor agreed with GAO's recommendaticn that the find-
ings of research studies on estimating unemployment should be converted
: into timely and meaningful action, wnere praclicable and feasible, and
that the Departmeni should improve the review and monitoring procedures
of the unemployment-estimating practices of the Stete employment secu-
- rity agencies. (See p. 47.)

The Department of Labor said further that the improvements necessary in
the methodology woula be made by the end of fiscal year 1971 and would
take account of GAO's findings as well as the findings of rescarch studics



sponsored by the Department and by the affiliated State employment se-
curity agencies. (See p. 47.)

The Department of Labor noted that the reliability of estimaling unem-
ployment by using the prescribed estima®ing techniques tended to de-
crease for small arcas., For many small, predominantly rural areas, the
major problem is one of underemnloyment of available manpower rather
than unemployment which the metihodology is intended to measure. Because
of this, the Department suggested that alternative approaches to measur-
ing economic distress might be needed. (See p. 43.]

The Departiment of Commarce agreed, in principle, that it would be desir-
able to have more recent incomz information on a regular basis but stated
that the costs of securing such information by duplicating Bureau of the
Census procedures and techniques appeared prohibitive. By using other
data sources, such as Office of Business Economics per capita incame,
however, the Economic Developient Administration hopes to develop reason-
ably accurate income estimates. (See p. 56.)

Further, a work group is studying per capita income data, but much re-
mains to be done before they can be used to measure area economic dis-
tress. (See p. 58.)

TERS FOR CONSIDERATION BY THE CONGRESS

Titles I through IV of the Public Vorks and Ecconowmic Develeopment Act of
1965 expire at the close of fiscal year 1971. The House Coimittee on
Public Works plans to conduct extensive hesrincs on thue Economic Devel-
opment Administration and its programs in mid-1971.

Also the Secretary of Commerce may seek changes in legislation on the
basis of the review recommended by GAO of the problams associated with
develaoping unemployment and income data.

GAO believes that this report will be useful to the Congress in consid-
ering these matters.



CHAVTER 1

INTRODUCTION

The Eeoncmic Dovelonnment Administration (EDA) uses var-
ious statistical data in determining the eligibility of
area> tor Pederal assistance under the Public VWorks and Eco-
nomnic Developrent fct of 1965, Ye evaluated such statisti-
cal data con incowe and unemployment to ascertain ubhether
they vere accurate and current and whether they ensbled IDA
to effectively implement the eligibility criteria preccribed
in the act,

SCOPE OF LNEVIEW

We revicwed the applicable laws, policies, regulations,
procedures, end practices pertaining to determinaticns of
area eligibility and danussed at considerable length the
related problems and issues with officials of the Departments
of Commevee and Labor. We also veviewed conculiant rouorts
on rescarch studics concerning unemployment estimates for
rural arcas, Decause of the principal invoivement of the
State employiment security agencies in develeping estimaies
of unciployment, we also reviewed the estimating procedures
of tvo States and interviewed officials of ewmploymcut secu-
rity agencies of these States,

Our observations regarding the practices of the States
are intended to highlight the problems in developing current
and accurate uncmployrent estimates for small areas and not
to foens attention on specific States., For this reason, the
two States whoce procedures we reviewed are not identified,
We did nct attempt to evaluate the appropriateness of un-
employment and income levels as eriteria for elipibility.
Also ve did not review the detailed information supporting
the findings inciuded in the consultant reports on studies
of unemploynent esL“HﬂLmQ

DOONONLIC N IVRLOPMENT ASSTSTANCE

EDA ven established pursuant to the Public Works and
roonomic wnlopwenL Lt of 1965 as a successor organirzation
to tha Aros Redevelopmoat Administration (ARA), EDA's pri-
wary funciion is to aid in the long-range economic
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development of arcas and regions through the crcation of new
employment opportunities by developing new facilities and
resources and expanding existing ones.

EDA provides financial, technical, and planning ascsis-
tance through

--grants and loans to help build or expand public facil-
ities,

--business development loans to private industrial and
commercial firms and to local govermment ageucies,

--technical assistance contracts and grants to help
aArecas assess Lo e Ao FAavr ArAATT O oI A ] AT
Al ao aonnoo LI L J.LCL,UD L UL LRIV L b.!_\JW (S0 SRS B 4 § l ddail
specific projects, and

--planning grants to assist public bodies in drawing up
and carrying out economic development progroms.

As of October 31, 1970, EDA had approved th= franting
of financial assistance for 3,396 projects totalins about
$1.3 billion, comprising grants of about $949 mil ion and
loans of $359 million.

i

To be eligible for assistance, a project must be lo-
cated in (1) an area designated by the Secretary of Com-
merce as a redevelopment area, (2) an area which the Secre-
tary of Lsbor found to have been an area of substantial un-
employment during the preceding calendar year (reflerred to
as a Title I area), (3) an economic development district,
or (4) an economic development region., A redevelopment
area may be a county, a labor area, an Indian reservatiocn,
or a municipality having a population of 250,000 or more.

The majority of the redevelopment areas qualified by
EDA for Federal assistance in fiscal year 1969 were counties
made up of rural communities, Economic development districts
must contain at least two redevelopment arcas and either a
redevelopment center or an cconomic development center,
The development center must be an area or city of sufficient
size and potential to foster the economic growth activities
necessary to alleviate the distress of redevelopment areas
within the district. Centers within redevelopment areas

R S S s el B S RS S



have been ¢

crmed "redevelopnent centers,'" Economic develop-

ment regions comprisce multistate avens,

Sectio
development

n 401 of the act provides criteria by which re-
arcas may qualify for assistance. These crite-

ria nclude substantial and persictent unemployment, popula-
tion loss due to lack of employment opportunity, low income,

sudden rise
ment areas

the aci are
ment assist

The ac
the rate of
the Secreta

in unemployment, and Indian lands, Redevelcp-
which meet the criteria under this sectlon of

eligible for the full range of economic develop-
ance programs.

t provides that the Secretary of Labor determine
unemployment and provide the data to be used by
ry of Commevce in making determinations of sub-

stantial and persistent unemployment.

The ac
ment as:

t defines substantial and persistent unomploy-

1. Unemployment of 6 percent or more during the latest
calendar year.

2. An annual average rate of uncmployment of at least
6 percent for one of the time periods specified in
item 3 below,

3. An

a.

1

annual average unemployment rate of at least:

50 percent above the national average for 3 of
the preceding 4 calendar years.

75 percent above the national average for 2 of
the preccding 3 calendar years.

100 percent above the national average for 1 of
the preceding 2 calendar years.

The annual average unemployment rates used in 1969 for

des ignating
ment are as

areas of oubstanLLal and persistent unemploy-
follows:



National
Calendar  average unecia- 50% 75% 100%
ear ploymont rate above above  above
1965 4.5 6.6 7.9 9.0
1966 3.8 5.7 6.7 7.6
1967 3.8 5.7 6.7 7.6
1968 3.6 5.4 6.3 7.2

Also section 102 of the act provides for the designa-
tion of arens suffering from substantial unemployment, which
is statutorily defined as 6 percent or more during the pre-
ceding year. These areas (Title I areas) are eligible only
for public works and development facilitics grant assistance
and not for public works or business development loans.

m - mesty ARG SRS e i dS ST

Eligible areas must indicate their desire to partici-
pate in the EDA program by making a formal request for des-
ignation and by submitting an overall economic development
program.

EDA makes determinations of area eligibility on the ba-
sis of data supplied Ly the Manpower Administraiion, Depart-
ment of Labor; the Burcau of the Census, Depaviment of Com-
merce; and the Bureau of Indian Affairs, Deparilaeat of In-

: terior,

As of February 2, 1970, 943 arecas were qualified under
the various qualifying criteria, as follows:

Title I areas 38
Redevelopment areas:
Unemployment 412
Population loss 103
Unemployment and population loss 48
Income 150
Unemployment and income 58
Indian reservations 94
1 Sudden rise in unemployment 27
# Other 13
| ;
Total 943

4
1

W Gl

2
3
oC

PR
PRI

.
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EDA uses unemployment and income data also to establish
maximum grant rates for eligible areas. As of October 1970
the [ollowing criteria were used for making grant rate de-
terminations.

Maximmam
grant Needed to qualify for rate
rate Median family Annual average
(percent) income or unemployvment rate
80 $1,600 or less 12 percent or higher
70 $1,601 to $1,800 10 to 11.9 percent
60 $§1,801 to $2,000 8 to 9.9 percent or double
the U.S. average in 3 of
the past 4 years
50 Over $2,000 Under 8 percent and not

double U,S. average during
3 of the past 4 years

The act requives EDA to conduct an annual reviaw of all
designated arcas to determine whether previously qualified
areas continue to meet the statutory criteria. The veview
is made to determine also the maximum grant rate for the
follovwing year.
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MEASURING ECONOMIC DISTRESS ON _RASTS OF
URENPLOYIRNT AR 1ECONE

Under both EDA and ARA, area designations have been
based principally on statistical information on unemployment
and income gathored by the Bureau of the Census ond the De-
partment of Labor. Of the 943 EDA redeveleopment and Title
I arcecas as of Februery 1970, 685, or about 73 percent, wvere
desienated on the basis of high unemploevrent or low median
family income and 48, or 5 percent, werce also designated,
in part, on the basis of high unemploynent., For the most
part, therefore, EDA's ability to properily identily those
arcas of the country which are eligible for FDA zssistance
hinges on the scundness of the unemployment and income data.

Also EDA designations may influence the geographical
distribution of funds of other Federal eagencics. For ox-
ample, under the provisions of part C of the Manpowcr De-
velopment and Training Act of 19262, as amended (42 U.S.C.
2610a), the Secretaries of Labor and of Health, Education,
and Welfare are authorized to provide a supplementary pro-
gram of training and training allowances for uneuployed and
underenployed persons residing in areas desigucted as re-
development arcas by the Secretary of Commarce. Further-
more, Federal procurement preference cligibility is autho-
rized for firms located in areas of high unemployment under
Defense Manpower Policy 4, revised, and Executive Order
10582 implementing the Buy American Act,

Judging from observations made during our review, the
problems associated with the development of current and re-
liable statistical data by which to measure economic dis-
tress are many. We recognize that these problems are not
subjecct to simple solutions., It is especially true of
small areas-~characteristically LEDA redevelopment areas--
wvhere statistical data normally are not gathered on a con-
tinuing basis and where the costs of developing meaningful
statistical date arve significantly higher than those con-
nected with dev:loping data on a national or regional basis,

The concepts and definitions used by the Department of
Labor and affiliated State employment security agencies in
weasuring unemployment on a local-arca basis are identical
with those used in estimating national unemployment,
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Because of cost factors, however, the procedures used to

develop the uncmplc rmert data differ.

National unemployment estimates, unlike the State and
local estimates, are based on surveys of about 50,000 house-
holds throughout the country. The heouseholds are scientif-
ically selected exch month for visits by interviewers to
gather information on the job-holding and job-secking acti-
vities during ths week preceding the interview. The national
unemployment estimnces, which are those quoted in the news
media, are more COWJOHLY kiiown than are local area estimates.

The Department of Labor has developed a methodology

for measuring current unemployment of local and State areas
that makes use ot labor market data developed in administer-
ing the Federal-State employment security programs, This
methodology was initially designed for large metropolitan
labor areas; however, it wasadopted later for use in esti-
mating unemployment in small areas when it became evident
that such information had to be develeoped to enable the De-
partment to meet its responsibilities set by legislation for
econcmic developmceint programs. The methodology, contained
in the ”Handboqk on Estimat’ng Unemployment" and the ''Mand-
book on Development of Basic Labor Market Information for

Small Areas,'" is hasically the same as that developed in
1960.

A modification with respect to one major element of the
methodology~-estimating unemployment among entrants and
reentrants--was lmplemented in mid-1965 to take into account
the structural changes in youth unemployment which had oc-
curred since the development of the methodology. Within re-
cent years the Department has initiated and sponsored several
additional studies designed to produce information which
could be used to improve the methodology; however, the stud-
ics completed to date have not yet resulted in an improved
methodoclogy. The unemployment estimates are developed by
the State employment security agencies. Data for about 150
major labor arcas and for those small areas which have an
uncnployment rate of 6 percent or more are furnished to the
Department of Labor,

The Manpower Administration is responsible for cstab-
lishing and issuing policies, procedures, snd regulations to
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State employment security agencies for ensuring cffective,
efficient, and ecconomical operation of the program and for
assisting Stale agencices in mecting problems peculiar to
their localities. The Department malies funds available to
the States for the administration of the employment security
program on the basis of their budget requests and of the
Department's determination of the amount necessary for the
proper and efficient administration of the employment se-
curity program. Department officials informed us that staff
resourccs available to the States for the unemployment rate
estimating program amounted, on the average, to less than
one person for each State,.

The only median family income data available for local
areas are those developed as part of the census of popula-
tion, conducted once every 10 yecars., Although some consid-
eration has been given to the development of a system by
which amwel changes in median family income could be de-
termined, to meet the annual review requircements of the
legislation, little if any prograss has been made toward
implementing such a system.

The concern vhich we express in the following sections
of this report regarding the scundness of the statistical
data used in determining area eligibility is not without
precedent. During the 10-year period of the administration
of the Arca Redevelopment Act aund the Public Werks and Eco-
nomic Development Act, members of the Congress, Federal and
State officials, and other interested persons have expressed
similar concern. Discussions with officials of the Depart-
ment of Labor and a former ARA official and our review of
testimony by Department officials before congressional com-
mittees indicate to us that the available statistical data
on income and unemployment were never considered to be fully
satisfactory for the purpose of area designation.

The President's Committece to Appraise IEmployment and
Unemployment Statistics (Gordon Committee) commented, in its
final report to the President dated September 1962, that:

"State and local labor-force statistics are nei-

ther as accurate nor as complete as those on a na-
tional level. To judge by comments made to the

12



B+ & s A i B AL e b artte saiBlre s - L T ms 8 men 2 e e e

Committee, there 15 probally no element in our
system of labor-force reports which is more in
need of improvement."

Although the need to improve the accuracy and reliabil-
ity of the statistical data has been recognized for many
years, we found that the situation had not improved. De-
tailed comments on the adequacy of the statistical data
follow.
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CHAPTER 2

NEED TO IMPROVE UNEMPLOYMENT ESTIMATEG

We believe that the currency and accuracy of unemploy-
ment data used by LDA in determining the eligibility of
areas for economic development assistance is questionable
and should be improved to ensure a realistic appraisal of
the economic conditions existing in such areas. It is
questionable whether those areas of the country experiencing
i economic distress, as indiceted by high unemployment and/or
low income levels, are, in all instances, being properly
identified,

The questionable reliability of the unemployment data
is attribuftable to conceptual weaknesses in the prescribed
methodology for estimating unemployment as well as to prob-
lems in developing the information necessary to compute the
unemployment rates for small areas.,

METHODOLOCGY PRESCRIBED FOR
ESTIMATING UNEMPT.OYMENT

The methodolonsy for estimating unemplovment entails
what is commonly referred to as a building-block approach.
This approach requires estimates of (1) unemployment related
to covered employment--that is employment coming under the
Federal-State unemployment insurance program, (2) unemploy-
ment related to noncovered unemployment, and (3) unemploy-
ment related to entrants and reentrants to the work force.

Unemployed entrants are those persons who have entered
the labor market for the first time and who have not found
jobs. Unemployed reentrants are those individuals who have
had prior work cxperience and who sre now looking for work
but who were out of the labor force for some time. The un-
employment totals for the three blocks are added to arrive
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at an estimate of all unemployment within an area. The un-
employment rate estimate is computed by dividing the total
unemployment estimate by the total work force estimate.l

Since tho work force comprises both employed and unem-
ployed, it is nccessary to develop information on area em-
ployment as well as uncwmployment. Employment data also is
an esscntial factor in estimating unemployment for industries
not covered by the Federal-State unemployment insurance
programs.

Unemployment figures for covered workers are based on
un aployment compensation claims data filed with the State
employment security offices and on estimates of the number
of unemployed vorkers who previously held jobs in covered
establishments but who are not receiving benefits., Included
are those who have been disqualified from receiving bene-
fits, have erhausted their benefits, have drnlayed filing,
or have never filed for benefits.

Unemployment estimates for noncovered workers are de-
veloped by (1) computing a covered unemployunent rate and
(2) applying this rate to employment estimates for non-
covered work~rs on the basis of certain assumptions which
have been made regarding the relationships between the un-
employment rates for covered workers and those for non-
covered workers.

The assumpiions are based on 1957-59 studies by the
Department of Labor of national unemployment conditions
which showed that, nationally, there were {airly constant
relationchips in the incidence of unemployment between
covered and noncovered workers.

The methcdology prescribed by the Department includes
the following prcdetermined unemployment rates for non-
covered groups.

1 .

The term "work force'' differs to some extent from the la-
bor force concept used in measuring national unemployment
rates. (See p. 22.)
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Relationship$é of noncovered

Noncovered grouns to covered uncnoloyment
Small firms and railroads Same rate
Nonprofit institutions Constant rate of 2 percent
of employmnent cetimates
Domestics Three {ourths of the covered
unemploymenc rate
Nonagricultural self- One fifth of the covered
employed and unpaid unemployment rate
fami1y workers
Agricultural wage and Varies from cgual to double
salary workers the covered unermployment
rate, depending on the
month
Agriculturel self-employed One tenth of the covered
and unpaid family workers unewPWOymenL rate
State and local governments One third of the covered

unemploy.went rate

The covered employment estimates usced to ccrpute the
covered rate are based on information submitced auvarterly
by firms coming under the Federal-State unerploy.ont insur-

-

ance programs. Employment figures for noncovered groups--
such as farms, small firms, domestics, and nonpvollt insti-
tutions--are dervived from various sources. These sources
include the censuses of population and agriculture; social
security information; and, in some ins nces, employment

surveys made by the State employment security agencies.

Unemployment estimates for new entrants and reentrants
to the work force are developed using an estimating tech-
nique prescribed by the Department of Labor in 1965. The
technique is built on relationships noted in a study of
available nationel data on new-worker unemployment for the
1950-64 period. The factors used to compute unemployment
for a State or avrea are dctermined from the youth-population
ratio, which is the ratio between the population aged 14 to
19 years and the population aged 20 yenrs and over.

The accuracy and reliability of the uncmployment rate
estimate 15 contingent on the development of coumplete and
accurate data for both employment and wunemployment. Any in-

accuraclcs in estimates of cmploymwent and uncmployment for
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covered workers are compounded further when the rate de-
rived from these estimates is used in determining unemploy-
ment for noncovered workers.
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WEANESSES TN THE METHODOLOGY FOR

SO TIATING UREMPLOYMSHT

Conceptually, the accuracy of the entimates yielded by
the methodology is based on the veasoning that most of the
data necessary to provide a measure of unemplojyment in
States and areas are available through the Tederal-State
unemployment insurance operations and that unemployment as-
sociated vith industries covered by employment sorvice op-
erations accounts for most of the total unemploynent. In
support of this reasoning, the "Handbook on Estimating Un-
employment' developed by the Department states that the
unemployment insurance program covers about 75 percent of
all wage and salary workers., The handbook states further:

"Relatively little data, in addition to those se-
cured as a byproduct of employment security op-
erations, are necessary in order to provide a rea-
sonable mcasure of unemployment in States and
areas at a minimum cost."

On the basis of several observations we made during
our review, we have concluded that the methodology does not
provide reasonably accurate estimates of conditions exist-
ing in small and rural areas for purposes of area designa-
tion,

--A substantial number of workers are cmployed in in-
dustrics which are not covered by the unemployment
insurance program. The employment security report-
ing system used as a base for estimating employment
does not capture the labor changes for this sector
of employment.

~-~-The industries not covered by the unemployment in-
surance programs are characteristic of those found
in small, predominantly rural communities, Such in-
dustries are made up of farms, agricultural products
processing, small firms, nonprofit organizations,
domestics, and State and local governments.

-~-Covered cmployment data are not developed on a
resident-labor-force basis.
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--The rotios betwecoen covercd and noncovered uncmploy-
ment and the foctors {for entrants and reentrants
uscd in the nnthodology werc developed on the basis
of national samples and are not sensitive to the
special cconomic conditions which may cxict at the
local-area leval. Also the studics on which these
ratios and factovs vere based are now old. Because
EDA redevelopment areas generally involve single
counties cnd because designations are beced, in part,
on uncrployment in those counties, the reccognition
of loc:.1l area economic conditions is essential to
making the proper designation of areas.

Coverad employment as a base for
measurin g Unemwmp -.O\’ﬂlcn{h in rural areas

The Manpower Re port of the FPresident, transmitted to
the Congress in March 1970, reported that in calendac year
1968 nearly 17 million wvage and salary jobs--almost 25 per-
cent of all jobs of this kind--were not coverad by unemploy-
ment insurance, Tauese jobs involved mainly workers on farms
and in Stote and local governments, domestic servie:, non-
profit oxganinotions, agricultural products pru“eaq,ng, and
small fismps. The Fmployment Security Amendmenis of 1970
(Pub. L, 91-373) will ecxtend coverage to as many as 4.4 mil-
lion more of these wage and salary jobs. Even with this
legisiction, hovever, a substantial number of jobs will re-
main uncovered,

The small, predominately rural areas, such as those
vhich generally make up the counties designated by EDA as
redevelopment arcns, account for much of the noncovered
employment and heve high concentrations of industries not
covered by the Federal-State unemployment insurance pro-
grams.

As an exnmple, a research study report prepared for
the Nori!h Carolina Employm nt Security Commission in May
1968 on the "lizthodelogy for Estimating Uncmployment in
Rural Arveas' pointed out that in 1965, 61 of the State's
100 counties had fewer than 50 percent of their workers
covered and that, of these 61 counties, 26 fell below 30 per-
cent and three below 10 percent.
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The ability of the methodology to adequately measure
unemployment is significantly impaired where covered employ-
ment does not represent a substantial part of the total em-
ployment. This is trie for a number of reasons: (1) the
methodology relics upon the employment and unemployment
data oblained from covered establishments to lend substance
and reliability to the work force and area unemployment es-
timates, (2) when the covered rate computcd is based on a
low percentaze of workers, it might not be statistically
reliable for estimting unemployment related to noncovered
workers, and (3) the actual ratios between covercd and non-
covered unemployment in the area could vary substantially
from the ratios incorporated in the methodology.

Department of ILabor officials informed us that they
had recognized that the methodology might not yield reason-
ably accurate results for rural areas because of the low
percentage of covered employment generally found in such
arcas and that they believed that the results for metropoli-
tan urban arcas were considerably more accurate. The offi-
cials stated that the Depsrviment had expresscd coucern to
officials of EDA and ARA with respect to using uncmployment
rate statistics as measur wents of econcmic dictress on
which to base eligibility determinations.

In a letter dated March 13, 1269, the Assistnt Secre-
tary for Manpower, Dopartment of Iasbor, cowrenced to the
Assistant Secretary for Economic Development, Depoctment of

Commerce, that for small, predominantly rural labor areas:

"%%% the major problem has always been one of un-
deremployment and under-utilization of available
manpover resources, rather than unemployment.
Intermittent employment at low level jobs and in
subsistence farming may hold down the local unem-
ployment rate and tend to conceal widespread
poverty in many such areas."

The Assistant Sccretary commented further:
"We believe therefore, that you may wish to give
some further thought to the problem of the basis

used for design.ting areas which ave predomi-
nantly rural in character."

20

R PR T R S S Ty

S e SO SRR T v



As noted on prge 49, the legislative history of the
Public Works and Lconemic Nevelopment Act indicates that the
median family incoma crite: ion included in the act was in-
tended primarily as a mcasurzement of underemployment for
those cssentially rural areas where there are 'really no
measurces of unemployment,'" Therefore a criterion for mea-
suring underemplovient exists, Because median family in-
come data for local areas are developed only once every 10
vears as part of the census of population, however, such in-
come data are not measuring the current cconomic conaitions
of those rural areas in which underemployment is a crucial
elemcnt. In the absence of current income data, EDA has
continuved to place reliance on the unemployment rates as
measurcs of economic distress in such areas. The need for
current income statistics is discussed in greater detail
in chapter 3.

As of December 1970 the Department of ILabor, in cooper-
ation with the affiliated Nevada Employment Security Agency,
was sponsoring a research study to attempt to develop new
methods of measuring underamployment and underwtiliation
of manpower that could be used, together with onr In lieu of
arca upnemployment data, as a basis for determining LDA eli-
gibility. The study will reexamine relevant dats on rural
counties including thosc data available from the Derartm-nts
of Commcrce, Agriculture, and labor and affiliated State
agencies,
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Resident labor force not adeguately measured

If unempTovnudt rates are to provide an accurate me:n-
surenent of th economic conditions of a specific area, it
secms necessary that the rates apply to all enployed and un-
employcd resi d@lLS of the area. The labor force concept used

in meesuring naticnal wunenployment rates does coumt both
cmployed ond unemployed on a residence boeis.  Unlike this
concept, however, the work force concept used in the meth-
odology for measuring uncmploymenc in small areas counts the
employed at their places of work. The work force figures,
therefore, include workers commuting into the area from
other arcas and may include a pevson more than once to the
extent that multiple job holdings exist during a payroll pe-
riod. On the other hand residents commuting out of the area
are excluded from the work force count but included in the

labor forece data.

In developing an estimate of the area’s unemployment
rate, the actual number of area roesidents cuploved may be
distorted and,; when matched to the arca covercd unemployment
figures, may result in an erronecus coveraed UDC““]OY1QUt
rate. In using the building-block apprezch to estimating
total unemployment, any error resulting from the computa-
tion of the covered unemployment rate 1s further compounded
when the rate is applied to noncovered employment to derive

noncovered unempleoyment and the total unemployment rate.

Household surveys conducted in 1969 by several State
employment sccurity agencies, in cooperation with the De-
partment of Labor, showed that the number of workers com~
muting between counties was substantial, For examnple, in-
comnuters for one of the counties accounted for 1,129 of the
total covercd employment of 3,486 workers. In another
county, in-commuters accounted for 431 of the 899 workers in
covered employment. Out-commuters for these two counties
were 434 and 545, respectively.

We noted that a report prepared by a university study
team for the Mississippi Employment Commission showed that,
for 10 Mississippli counties surveyed; net cormuting in 1967
ranged from -17.7 percent to +57.5 percent.
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Measuring unemnlovment in Iocal areas

on_basis of narional samples of unemployment

As noted earlier, the building-block method for esti-
mating the uvnenploymont rate of small areas requires the
devclopment of estimetos of unemployment for noncevered

: workers snd for enbvants and reentrants to the labor force
using ratios ard factors derived from national samples of
unemployment., For nencovered workers the ratios arc based
on conditions found to exist in the late 1%50°'s. Tor en-
trants and reentrants, the factors are based on national
defta on new-vorker unemployment for the 1950-64 period.

The part of total arca unemployment which these two
groups represent is substantial in small areas. For ex-
ample, one county having a civilian work force of 2.200 and
an uneuployment rate of 7.3 percent in calendar year 1969
1ad an estinated unemployment of 160 wovker-, of which 92,
or 538 percent, were noncoverad workers, enirancs, and reen-
trants. In anothoer county, estimarted uneaployint n cal-
endar vear 1969 for these categories represontcd 59 percent
of the total wmemployment estimate. The clvilian work force
and wicuployment rate for this county were 2,800 and 5.7 per-
cent, respectively.

The consistency of the ratios and factors used with
current locael conditions is questionable~-from the stand-
point of both variability between the national semple data
and local conditions and the period of time which has
elapsed since the development of the ratios and factors.

Early concern regarding the uses of national ratios for
estimating area utmemployment was expressed by the Gordon
Committece. In its report to the President, issued in 1962,
entitled "Measuring Employment and Unemployment," the Com-
mittee stated, in part:

"Such ratios are obviously suspect when applied

. to States or localities in which the composition
of the labor force and local conditions vary
markedly from the national pattern."

* * * * *
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"Differcnces in regional characteristics also
may be overlooked in the calculations used to cs-
timate noncovered unemployment. These estimctes
are for Lhe mest part basced on the assumption
that there is a fixed relation between the rate
of insured uncapleyment and other Lyso" of un-~
employinent. It scems unlikely that this rcla-
tion is the some for every Siate and locul area,

-

as imp

iied in Lhe metbod."

The Department of Labor's "Handbook on Estimating Un-
cmployment" cautions uscrs to review, on some regular besis,
the factors used in the unemployuent-estimating procedur=s
to evaluate, among other things:

"x&% the various relationships or factors used
in the estimating procedure to assure
tency, to the cxtent possible, with local condiw
tions and particu’arly, that QJ‘H:EL“HDL chnnge
over time in the relationships are token into
account, " '

ol lo.)..

Some studies and surveys have been made in recent years,

under the apOﬂSO““hlp of State enploymenc agonciwv aad/or
the Department of Labor, to test the accurucy cof the prece-
dure for cstimating unenployment in small aucrs. xl houuh
the results of these efforts are not conclusire aud will re-

cuire further exanination, they do lend support to the con-
tentions that the methedology mignt not adequately measure
local cenditions,

Reports proared by a university study team for the
Mississippil Employment Security Ceommission in July 1968 and
July 1969 cutitled "A Project to Verify the Accuracy of the
Precedure for Estimacing Unemployment in Rural Areas" and
"Revising the Formula for Estimeting Unemployment in Rural
Areas: the Mississippi Case,' respectively, noted that sig-
nificint changes had tsken place during the past several
years in the relationchips between covered and noncovered
uncmpiroyment. The July 1968 report noted that:

24




'"k%% since the 1957-19539 formative years, in-
sured [covered] unemployment in the U.S. has
fallen from more than one-half of all unemploy-
ment to a level ncarer one-third v, "

Our analysis of cstimates of covered and total uncmploy-
ment reported Ly the State employment security agencioes
showed that between 1960 and 1968 covered unemployment had
dropped from 46.5 to 35.7 percent of total uncuployment, as
indicated in the following table.

Calendar ~__Unemployment Percent of covered
year Total Covered to total unemployment

(000 omitted)

1960 4,097 1,906 46.5
1961 5,001 2,290 45.8
1962 4,204 1,783 42 .4
1963 4,096 1,806 4.0
1964 3,802 1,605 42,2
1965 3,418 1,328 38.8
1966 2,995 1,061 35.4
1967 3,173 1,205 38.0
1968 3,108 1,111 35.7

With respect to decreases in specific categories of em-
ployment, the July 1969 report noted that from 1958 the in-
sured (covered) uncmployment, nationwide, had declined sub-
stantially faster than had unemployment among domestic
workers. The report contained the following statistics com-
paring the annual rates of unemployment among covered and
domestic workers for the calendar years 1958-68,

Calendar - Rate of wncnployment
year Covered workers Domestic workers
1958 6.4 5.6
1959 4.4 5.2
1960 4.8 5.3
1961 5.6 6.4
1902 4.4 5.5
1863 4.3 5.8
1964 3.7 5.4
1965 3.0 4.7
1966 2.3 4.1
1967 2.5 4.1
1968 2.3 4.0
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Althougii the above stuatistics show vnerployment in 1968
< ! J
for domestic worlkers as being almost twice that oi covered

o
workers, the mcthodology considers uncrnioyiient ¢ong domes-
tic wverkers as beilng cguzl to three fourths of tihe unemploy-
ment rvate for coverod industry cmploymoit,

Househcld surveys of labor force data, made during the
period llay to October 1969 by several Scaie emnlovment secu-
rity agencies in 15 counties in cooperoticn vitl: the Depart-
ment of Labor, produced results which showad uacrloyment
te be higher in 10 of the 15 counties surveyed thon did the
estimates developed using the building-bleck methed. The
information developed by the surveys is being cnalyzed to
identify the kinds and extent of the differcnccs between
the survey results and the estimates based on the methodol-
ogy. The analysis of the data is being made by a study
team from the University of Houston under the sponsorship.
of the Virginia Employment Commission and the Department of
Labor. The study team is to determine the revisions needed
in the methodology to improve small area uncuployment esti-
mates and is to make a test of the reviscd method,

Department of Labor officials informed us that in meny
instances the differences betwzen the household survey re-
sults and the estimates developed using the mcihodology fell
within the predicted range of sampling variability of the
household surveys and may not represent true diflercnces.
They said that this factor would be considerced in the anal-
ysis of the survey results.



OBSTRVATIONS ON
UNF PLOYMERT-ESTIMATING PRACTICES

OF STATE AGUNCIES

Our cvoluation of the uncemployment-ostimating practices

of cmployment security agcencies in two States shiowed that
the State agencies wer« severely handicapped in their cf-
forts to develop currcnu unemployment rates, beccause orf the
lack of reliable and current labor markct data for local
areas. In their efforts to derive unemployment estimates,
State agency employees have found it necessary to use old
and incomplete statistical data and to follow estimating
practices which are far from adequate for the development
of reascnably accurate and 1*pl:LabWﬁ unemployment estimates.
The methodology for estimating unemployment prescribed by
the Department of Labor is subjected to varied degrees of
modification and is not uniformly applied.

In the folloving secticns we discuss several major
problem areas which we observed in revicwing thoe practices
in the two States, hereiraftar referred to as States A and
B, The problem crcas discussed are illustrative ernanpies
of conditions affecting the development of reliable onl ac-
curate unemployment estimates and not of all factors having
a bearing on the development of reliable and reascnubly ac-
curate unemploymant estimates for areas within States A and
B.

Further study is required to ascertain the extent to
which the practices and experiences of States A and B are
indicative of those in other States. We believe, hovever,
that, although they may vary in degree the problems experi-
enced by States A and B are characteristic of those in many
other States, because of the general lack of current labor
market data for small and rural areas.

Current employment data not readily available

We found that much of the employment data necessary
for accurately estimating area unemployment rates in States
A and B cve not available on a current basis. Also the
covered cnployment data are not developed on the basis of
workers ' residences, and this fact had a tendency to distort
the actuel employment statistics for an area.
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Covervad employraent

Generally date on covercd employment {irst become avail-
able 6 months after the close of a quarter. Tor example,
the data covering the period Jaunwary through ifarch are inade
availoble “n Seprenber of the same vear. By March of the
follewin:, vear, shortly befcre the ftate ag@n"lec submic
e

the unerwuio,mant rvate estimates to Che Dopruitment of Lubor,
covered cmploymeni data ave available fo 1y i'% first

three quarters of the previous yvear. As u\i 21 on page 34,

the nunber of wmonths of actual Lovmrod empleyyont data in-

corporated in the annual averages varied from | monrth to

9 monthys of the year of estirate, depending on the estimat-
ing practices of the State agencies.

The coversd emnl:ymﬂnt county totals neod adluvsastment

to account for employiment reported by empiovers having busi-
ness activity in more Chen one conaﬁy ovr Sture. Multicounty
and multistate fJ”hLv) are presently compilri cn a statewide
basis and must be broiten dovi aceo “f‘lng to ccunties before

the neccssary ac ,U”TUCO»S can be mcde, Stata A did attempt
to adiust the covered coployment dai& in this manoer.  Such
detcxanntlons are Tfar from »recise, however, wnd are hasad
on infornction lmown to the local oifice m loyer

We did not find any evidence that State B had ad’.sted
the couuty totcls. The State B labor marhet anclyst ine

ormed us thet occasionaJTy some adjustment; were made but
LhnL they were fecw in number,

The covered employment data are updated on a monthly
basis using estimating techniques which vary betveen States
A and B. In State A wonthly reports of employment were ob-

tained by tle local egencics from a sampling of cmplovers
vithin the 1 -cal areas. State B did not have a similer sam-
pling procedure. Stote B cmD7oy>es updated the covered em-
ployment da ta on the basis of the previous year's treuds.

State A had established guide7ines, for -ase by the lo-
al offl cs, as to what size sample of industries should be
obtainad vo produce meaningful data. The State labor analyst
informed us, however, that his expericnce had shoun that the
monthly semples not always were satisfactory.



He informed us also that the effectiveness of industry
sampling was influcnced to some extent by the attitude of
area of{fice munarers toward the importance of developing
menthly estimatos of area employment and unemplosment.

Other oifice activities more directly related to State em-
ployment sccurity functions generally receive first prior-
ity, and whethor personnel can devote their time to latbor
market matters pencrally depends on the work load which such
functions place on area office employees.

The changes in employment indicated by the monthly
samples are considered as being the total changes for the
industiy. It appears unlikely, however, that such is the
case. For cxemple, if the manufacturing industries sampled
reported a change in employment of 20 workers from one month
to the next, the 20 workers would be considered as being the
total changes affccting the manufacturing industries within
the area. This assumption would be made regordlaess of the
number of employers reporting or the mumber of workers in-
cluded in a specific industry.

The State labor analyst informed us that the "linking
method" sugoested in the Departmont of Libor's handbook for
estimating unemployment for the current wmoenth generally was
not usced by local office employees becauce of the risk of
arriving at a percentege-change ratio influenced by atypi-
cal situations rather than at meaningful trends in labor
turnover. The linking methed involves computing the rela-
tionship which the sample for the current period bears to
the sample for the prior pericd and applying the percentage
obtained to the estimated employment for the prior period.

The example shown in the following table illustrates
the differences in the monthly employment estimates result-
ing from the scrual-change method and the preferred linking
method. The results obtained could affect the covered unem-
ploymeat rate, the unemployment estimates for noncovered in-
dustries, and the overall uncmployment cate for the area,
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Lxample of diffcrence betveen

nCtnﬂ (h :x- 1!11‘] A aetnods
(f esLL s ¢ ploviment
Reault of
wonthly industry
trnples ~Ghannesaprevicus to current | Monthly crpleyment cstimates
Current
) (2) (3) (4) (5) (6) @)
Actunl Linking Actual Linking
Previous Cwirent (Col. 2-Cnl. 1) (Col. 2:iCrl. 1) Frevious (Col. 5:Col. 3) (Col. 5xCol. ¥)
-———{wnrkers)————— (workers)—————
700 725 25 1.035% 2,000 2,025 2,070

State ageney employees informed us that generally lo-

cal office employees did not have the experience and tech-
nical competence necessary to work with tlie preferred
statistical-estimating techniques. One reason offered for
this general lack of expericnce and competence was the high
turncver in local office employecs assigned the responsibil-
ity for developing labor market information. Ve were in-
formed that, with few exceptions, such local office employ-
eecs vere in these positiocs a year or less and that during
that short period they were not able to gain the auperiocnce
or competence in statistical-meosuring techniques and local
lebor market characteristics required to do an eflfective
job.

The policy of the employment security agencics of both
States A and B is to adjust the monthly estimates, if neces-
sery, when actual quarterly covered employment information
becomes ava.lable. State A agency officials informed us,
however, that their experience had shown that such adjust-
ments generslly were made by local office employeces only at
yearly intervals,
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ihle and had been based, to a
of popul-cion datr, State A

did maie some atitempt to adjust the estimates baced on the
; census of pOpUl&tJOD for th~ emplovment calegouvices, State
A employvees aclaowledged, however, that the results were far
. from satisfzctOLy and represented only a best guess of ac-
tual conditions. The following schedule shows the sources

of information used by 5i

hJ

ates A and B for cstimating cur-

1

rent employnent for noncovered ectablichments.

Employment
Categorz

Small firms

Domestics

Government |
Local

State

Nonegriculture, self-employed,

and unpaid family
llonprofit
Rallroad

Agricultural:
Wage and sslary

Self-employed &nd unpaid
family

a
"County Lusiness Patterns"
bl

Sccurity Administration,

State

1>

Data sources

"Courty Rusiness Pattern,,* "County Bu<ijness Patterns, wl
1962 1962
Prior year's estimates ad- 1960 census of populatisn
justed on Lasis or recd 1na
dicated by (1) chanpec in
populaticn, (2) cuplo,7ent
level for current yerar, and
(3) labor furce particije-
ticn rate

Survey nade every 2 yoars
Survey rada cvery 2 yecrs
Estirated on Lasis of docal
wa, e and salary data {or
Janvary of current ycar
Survey made every 2 vears
Survey made evetry 2 years

1262 census of fovernrent
Survey nade an 1965
1960 censvs of population

1560 census of jopulation
1960 census of population

Gererally S-nercent decrease

Charges indicated by rontlly
fiem prior year's estimate

estimates of empioyrent de-

veloped by Departme-t of

Agriculture

Generally S-percent decicase Changes 1ndicated by ronthly
from prior year's estimate estirates of ewployrent de-

veloped by Department of

Agriculture

{s a series of armu:l 1cports published by the Bureau of the Cen-
sus presentiapg {irst quarter esployreat
politan statistical area, and

e peyreil Jata for each couaty, standard netre-

State, The data are based principally on records of the feclal
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Application of prascribed motholology

The methodology for estimating uncemployment used by

State A at the time oI our review deviated substantially

from that prescri}“ by the Depovtuent of Labor, State of-
ficials inicrmcd us that the mLCﬂOd01UGy vas based o1 Depart-
ment of Labor suidclines issued prior to 1960 and was used
because it provided a short-cut method which could bhe more
eadily understood and used by the local office employees

in developing the unemployment retes than could the pre-
scribed, more technical methcdolegy.

Departmont of Labor officials informed us that they
were not avare that State A's employment security agency was
using a methodology other than that currently pr@"?ﬁibed by
the Department and that State A had not received authoriza-
tion to deviate from the prescribed methodology,

In this regard, Department procedurcs provide:

"In developing the estimates for the mosit r:cani
calendar vyear, the procedures cutlin.d in the

Jandbook on Developmwent of Dasic Tabor Hzrhvt Tn-

formation For S@ail Areas should be Follov. ks
Signiricant deviations fron these instructions
will not bhe accepled without prior approvel from

the Bureau's national office.™

After we brought this matter to their attention, De-
partment of Labor employees made an analysis of the
State A's methodology and concluded that it had resulted in
substantially lower cmployment rates than those developed
using the prescribad methodology., The possibility exists,
therefore, that use cf the prescribed methodelogy could re-
sult in more arveas of the State qualifying for EDA asistance
on the basis of unemplovment thon are presently eligible on
this basis and might also result in higher grant rates for
the areas currently deciganatad,

In a letter dated October 9, 1970, commenting on a
draft of this reporc, State A's employment commission in-
formed thz Manpower Aduinistration, Department of Labor,
that the prescribed methodology would be used in the future,
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State B used a modified version of the prescribed meth-
odolopy that covld yield substantially different results for
certain arcas than would the prescribed methodology. For
example, in developing wemployment estimates it is neces-
sary to determine the nurber of unemployed worliers from
covered indastries who, oven thouch having earnings qualify-
ing them for bencfits, delay filing or never do file claims
for benefits.

The "Handbook on Estimating Unemployment' contains a
formula for use by the States in computing the estimale of
such workers. We noted that State B's estimates were based
on twice the number of weekly unemployment ccmpensation
claims tiled with the employment security ofifices rather
than on the prescribed formula, For example, on the basis
of 34 initial claims, the estimate yielded by State B's
method would be 68 workers, whereas the handbook method's
estimate was 10, Essentially, the effect of Statn B's pro-
cedure was to increzce the estimnte of covernd industry un-
employment by 58 workers, which, in turn, could result in a
higher unemployment rate for the area,

State B agincy crmplovees did niot rake any effort to
develop an estimate for unemployed coveved induetyry werkers
who were disqualified from receiving unenplayment bepeflits
for nommonetary reasons, such as refunsal of suitable work,
This estimate, which is vrequired by the prescribcd method-
ology, could have a significant effect on the covered in-
dustry rate which, in turn, is used to develop estimates of
noncovered unemployment. State A agency employces developed
an estimate of workers who are disqualified and who delay
filing or never file claims for benefits, on the basis of
5 percent of the number of continued claimants.,

Department of Labor employees also made an analysis of
the methodology used by State B and concluded that the meth-
odolopy did mot result ia unemployment rates significantly
differ~at from those which resulted from using the pro-
scribed meoihodology, It should be noted, however, thet the
analyscs of both methodologies were made on the basis of
data which were available at the Department's natiosal of -
fice and vhich were for State and major labor areas., We be-
Lieve that ithe effects of deviations from standard
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procedures for estimating unemployment may be more qlgnifi—
cant for small areas than for major metropolitan areacs

We are not suggesting that the results obtained by the
presceribed methodology are any more represcntative of ac-
tual conditions than are those obtained by States using their
own cstimating techniques, Our cencern is with the lack of
conparability between SLaie estimaces and with the luequity
in measurement vhich prevails if national stendaxds are to
be subjected to modification or varied interprctation by the
States,

Development of annual average
unemployment rates

Annual average unemployment rates, including those for
counties already designated by LDA, are based on data f{or
coverced employment vhich represent varying periods of time
for different counties. Annual averagss for coumities wvithin
the States are based on actual covered ekacwmtnt data cov-
ering {rom 1 month to 9 wonths of the ycar of esilimate, Es-
timoites of covered employment for the other mosihs within
the year of estimate are based, in som2 inst::ices, on labor
trends of the previcus year or on samples of ewplovnent,

In other instances, no attempts ave made to adesvelop esvi-
mates of covered cmployment for the other months or to rec-
ognize seasonal or cyclical patterns of employment.

The current practices adversely affect the measurement
of unemployment, and consequently EDA eligibility determina-
tions, by

--failing to give each county within the States an
equal opportunity to qualify for designation by mea~
suring unemployment conditions over a standard period
of time and

~-~causing unwarvanted designations, terminations, or
revisions in maximum grant rates as a resuli of bas-

ing annual unemployment rate averages on incomplete
and preliminary data,
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The practiccs of States A and B regarding the develop=-
ment of average anauval unemployment rates are diccenssed be-
low.

state A

The aveiage annual w mn]n)mant rate estimotes for EDA
areas aie develoned by local office employres if the EDA
area is one of the 25 home counties (priacipal points of em-
ployment security activity) within the State. Cf the 11
counties designsted c¢1 the basis of unemployinent at the time
of our reV1ew, four v.ore also hceme counties.

The anuwal avereges for these four EDA areas is a 12-
month average of unemployment rate estimates which are de-
veloped by emploveas in the local emplovuent secniiy cen-
ters during the vear of estimate, The coverad caoloyment
data used in developing the unemployment rafe catlnites are
actual fliguves for the month of Janunvy of the orvr of es-
timai= and are estimnioed Figures for the 11 oih munths,
The moanihly estimates are based on cmployment doia reported
by a semple of employers within the arez,

The averape annual unemplovwﬂnt ratas for cewven of the
11 EDA arcas witnin the State designat~d on the bacis of
high uncmployment are one-time eSL?mat.s compiied by the
State agency employees in March following the year of esti-
mate and just prior to th ir submitting Lhm annusl unemploy-
ment rate reports to the Department of Labor,

The unemployment rate estimates developed by the State
agency employees incerporate actual ccovered employment data
for 9 monihs of the year of estimate and the last 3 months
of the prior year,

For areas which are not already designated as EDA areas
and which are not home counties (50 such countics within
the Stute), determinations of unemployment rates are made by
the local offices cnce each year, These rates incorporate
covered employment data Lor only January of the year of es-
timcte, Labor changes which take place in these counties
during the course of the year are not recognized, although
morithly samples of employers and covered employnert data
nade available during the year might indicate such changes.,
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State E

Unemrployment rate estimates for all EDA areas designated
on the basis of high unenployment were develeped monthly by
State ogency cmployees, In addition, monthly estimates
were developed Lor all counties wnetve the unemployment rate
for the previocus year was 5 percent or higher. At best the
annual averagces for EDA-designated counties and for those
having wncmployrent rates of 3 pearcent or hi_hzr incluaded
actual covered employment data for 6 of the 12 menchr, Es-
timates tor the other 6 months were developed from the prior
year's trends. A State labor analyst informz¢ us that, for
the 1969 annual averages, actual data for only 3 months
vere available and were used.

For counties within the State other than those noted
above, the annual average unewplceyment rates generally are
computed once each year and are based on actoal covered em-
plovment data for only the first 2 months., Jlo figurss ave
included in the estimates for the 9 other mooths, The an-
nual average therefore is essentially a 3-moath sverage in-
sofar as covered employment is concerned,



“ffectn on area designations

Doportment of Labor procedures require the qfiTG cmploy -
aent seoerity agencies to submit to the Depavtment’s navionl
office by April 1 of cach year annual averages for :Vc pre-
vicas 4 calendar years for each labor area of subsic reial or
persistent unempleyaniat and for areas e]ig5b7" for pitlic
works prants undar oitle I and title IV of the Publ’ o Vo
and Lconomic Develepment Act. The annual averape unenpioy-
ment ratoeo reportea by the State agencies to the Daparvtment
are thoese furnished to EDA,

o

ED/A uses the unemployment rate estimates as a basis for
making Jdeterminations as to designations and terminations
and tor making revisions to the public works maxiwum yrant
rates during the followipg vear.

Our analysis of the "Qualified Areas--Cricern’c and Data"
reports published by EDA showed that, in many jusia—o. o, the
area un~mployment rates first reported by the Stor: cgoveics
and us.d by EDA are revised in subsequent repo-ting prriodns,
Employses in State B informed us that, in some inc.aooun,
revisions in the unempleyment rates result from ceconuta-
tions of the retes using a full 12 months of actusl covered
employnient data. As noted earlier, actual coverad caploy-
ment data for the full calendar year are not availabio at
the time the unemployment rate estimates are first developed.

Although in many instances the revised rates do not
differ significantly from those first reported, the effects
on area cligibility determinations could be oUbStunLlal be-
cause of the firm-percentage standards set by statute. As
noted eclier, the act requires that an area experience at
least a 6-percent rote of unemployment to qualify for desig-
nation under the unemployment criteria. A difference of
only one tenth of 1 percent in the unemployment rate could

"influence designatiens. A county having an unemployment

rate of 6 percent would be eligible, whereas a county hLnaving
-en uncyloynent rate of 5.9 percent would be ineligible !
FDA olLAc1a1 informed us that a determination as to Otﬂusig~
Lotion of an area which experiences a drop in the unemploy-
ment rate for 1 year of only one tenth of 1 percent is de-
ferred until uncemployment rate estimates for the following
year are received,



The revised rates do not retroactively altcr pest de-
terminations bhut coul d Lave an effect on future findings of
substantial and percistent unemployment, As noted on page
7, determinations of subtstantial and persistont unemploy-
ment take into consideraticn the percentage by vhich the
annual average unorcdoymont rate oxceeds Lhe ontion .l aver-
age for certein pericis of time. Revis-os in unem,loynsnt
rates could affect v percentage to the evwcent that the
areca would no longes le coasidered as having substarntial

and persistent unemployment.

Our review of revisions in tLh2 wunoemploymeni rates for
calendar yeavrs 1965-67, for Staice B showed, on the basis of
the revised rates, that:

--one county would not have qualified for designation,
--four counties would not have becn dedasignated,

--10 counties would have been cligible for higher maxi-
mum grant rates, and

-~five counties would have besen cligilble [or lower
maximum grant rates.

The following examples illustrate how ED4 nront ap-
provals and percentages could have besn iniilacaced if the
revised unemployment rates had been available.

e e

In April 1966 a city epplied for grant =znd loan funds
to construct a water uLplly line and to impiove water treat-
ment and storage facilities. The city was locaced in a
county which had been designated a redevelepuont area in
January 1966 and which quallLLcd for a 70-percent maximum
gront rate on the basis of an annuel average :omployment
rate for 1965 of 10 percent. IDA approved the project in
May 1967 and agreed to finance the total praject cost of
3608 000 by a 50- pcrcent direct graant of $304,000, . 20-
percent supplemental grant of $121,000, and a 30-percent
lean of $183,000,

n
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The qualificd arcas and maximum grant rate listings
dated July 30, 1967, show a revised 1965 rate for the area
of 5.3 percent rether than the 1965 rate of 10 percent as
shown in the quniified areas listing dated July 1, 1966,
On the basis of the revised 1965 rate, the arca would not
have qualified {or designation as a redevelopment area and
would not have been eligible for participation in the pro-
gram,

Example 2

In May 1967 EDA approved a project for the construc-
tion of a scwage collection system, a sewage lift station,
force mains, and a primary treatment pond. The total esti-
mated cost of the project was $275,200, On the basis of a
1965 anvnual average unemployment rate of 17.4 percent, the
area in which the project was to be located quelificd for
a maximum grant rvate of 80 percent. EDA agre -d o finance
the sewage collection system with a 50-percent direct grant
of $74,000, a 30-percent supplemental crant of $44,740, and
a 20-percent loan of $29,560; a total of $148,000, EDA's
participation in the sewage 1ift staticn, force maing, and
primary treatment pond included a 50-percent suphlencental
grant of $63,600 and a 20-percent loan of $25,440; a total
of $89,040. The Federal Water Pollution Control Adminis-
tration agreed to finance the remaining costs with a
30-percent grant of $38,160,

The qualified areas and maximum grant rate listings
dated July 30, 1967, show a revised 1965 annual average un-
employment rate for the area of 7.4 percent rather than the
1965 rate of 17.4 percent as shown in the qualificd areas
listing dated July 1, 1966.

If the revised rate had been known in May 1967 and
had been used by EDA in determining the percentape of grant
participation, the area would have qualified for a 50-
percent, rather than an 80-percent, grant rate. On the ba-
sis of the revised rate, LDA grant participation in the
sewace collection system would have been limited to a di-
rect graut of 50 percent and in the sewage lift station,
force mains, and primary treatment pond would have been
limited to a supplemental grant of 20 percent rather than
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50 percent. In total, EDA's grant participation in the
project would have been $82,600 less than that actually
agreed to.

In December 1968 the same applicant applied to EDA for
additionasl funds to cover project cost overrtns., EDA agrced
to meke available additional loan ond grant funds totaling
$126,000, made up of a 50-percent direct grant of $63,000,

a 20-percent supplemental grant of $25,200, and a 30-percent
loan of $37,800. The 70-percent maximum grant rate was
bascd on the annual average unewmployment rate for 1967 of

10 percent shown in the qualified areas and maximum grant
rate listings dated September 1, 1968. The qunlified areas
listing dated October 1, 1962, shows a revised annual aver-
age unemployment rate for 1967 of 8.3 percent rather than

10 percent. If the revised rate had been known and had

been used by EDA, the area would have qualified for a 60-
percent, rathsr than a 70-percent, maximum grant rate, On
the basis of the revised rate, EDA grant participation
would have been about $24,500 less than that actually agreed
to.
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CONCLUSIONS

Substantial improvements are needed in the estimates
of uncumployment for local areas. Our evaluation supgests
that opportunities for strengthening the estimates exist in
improving

. --the methodology for developing estimates,

--the labor mnvket data collection and reporting sys-
tems of the State agencies,

--the estimating practices of the State agencies, and

--the review and monitoring procedures of the Depart-
ment of Labor.

A study to improve the methodolory for estiwating un-
employm: .t that is being conducted undcr the sponsorship of
the Depu:stment of Labor hopefully will aid in cocrecting
the conccptucl weaknesses in the methodology and will rosult
in new and improved techniques for estimating cuwcoonl unem-
ployment. The efforts heing made by the Depariicrt to im-
prove Lhe unemployment estimates for sirnll aress (e long
overdus, Where warranted, rescarch Tindings should be con-
verted into timely and wcaninzful action, to preclide
further qoluys in improvements and to strengthen the data
base used for EDA designations.

As indicated by our review of the agencies of two
States, substantial differerces existed between the pre-
scribed estimating techniques of the Department and those
used by both States. Differences in practices between the
States were also evident. State officials view their prac-
tices as being nccessary for administrative expediency or,
in some instances, because of the lack of experienced em-
ployeces. A greater awareness by the Department of Labor of
the problems experienced by State agencies in applying the
proseribed estimating techniques should contribute greatly
. toirced improving the situation.

The Department of Labor also needs to improve its re-
vieor and monitoring procedures of the estimating practices

of ‘he various Ststes to ensure uniformity and consistency
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in the application of the prescribed estimating techniques
and to provide technjcal assistance when needed.

A program of houschold surveys in selected areas on a
cyelical bosis mey be one method by which the Department
could evaluate the employnent and unemployment levels
yielded by the prescribed methodology, to ascertain whether
the levels are consistent with local conditions. We be-
Jieve that such a program would be economically feasible.
Implementaiion of such a program should be madce, however,
only after the survey procedurces have becn tested and found
to be satisfactory and after the comparability of the data
has been established.

The States should be able to do much to improve the
quality of the estimates by exercising greater care in
gathering and interpreting the labor markci data and by in-
creasing their efforts to improve their lebor market data
collection and reporting systems. We recognize, however,
that additional funding of the local arca unemployment csti-
meting program by the Department of Labor might be necessary
to enable the State agencies to significantly improve their
data collecrion and reporting systems, s nointed out to
us by Department officials, a factor limiti.g the amcunt
and quality of work which can be done unders the program is
the available staff and budgetary resource. ol the States.
Department officials noted thnait, historically, State staff
resources have averaged less than one person for each State.

~
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AGENCY _COMMTHRTS AND OUR EVALU/ TTON

The Department of Labor's commenis on a draft of this
repori were included in a letter dated Dccember 2, 1970,
with svclosure, frorm the Assistant Secretary for Administra-
tion. (See app. I1.)

The Department indicated that the local area unemploy-
ment rate was the most widely understond and accepted basis
for measuring economic distress and that the present system
of preparing data, in spite of some deficiencies, minimized
the cost and permiited interarea comparebility of data and
the utilization of local kunowledge of arca conditions. The
Department acknowledged, however, that the results achieved
through this methodology tended to decrcase in reliability
as the size of the area decreased and supgested that, for
very smnull areas--those with a population of less than
5,000~--it might be desirable to use other apprcaches to
achieve the degice of precision needed.

The Department suggested that these alternative ap-
proaches could relate to those currently being cpiosred in
the Stanford Research Institute project to develo, nowv wea-
sures of underemployment and underutilization of maipower
or to involve utilization of the limited houschold survey
method.

We have indicated that the methodology does not ade-
quately measurc the cconomic distress of the small areas.
We agrece with the Department that alternative approaches may
be needed to properly measure economic distress in such areas.
We question, however, whether the unreliability of the re-
sults obtained using the methodology should be identified
only with areas having populations of 5,000 or less or also
with areas having larger populations.

With regard to questions raised in this report concern-
ing the timeliness of some of the data used to develop area
unemployment estimates, the Department stated that:

""Some of these problems--particularly those re-~
lated to the figures on base covered employment
data--have long been recognized, but are not sub-
ject to easy correction."
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Concerning covered employment da

ta, the Dopartment re-
plied that:

"These employvineni deta are derived [rom UL [Unen..

ployment lnsurance ] tax reports submitied by cm-

ployers; Jt wouid not be reasunclle Lo cul pack

on the time oov wiloved employers o sletoe and

submix{; thm:se raro.sts, in ovder Lo af'fvu Late a

minor improveman: in the currency ol the data.

In most cases, such changes would have little ef-

fect on ihe locel avcesa unvmﬂTOyma“f vete.  In any

event, the unemplcyment dava used for the purpose

of EDA eligilility detemninations, are, of course,

far more currvenc thon those related to detcurmina~

tions based on ilrcome staiistics,

Our references in this report to time lags in the cov-
ered bmploymonL data were not intouded to imly that these
time lags had been caused by deloys in rmoTa" T sulniscions--
although we recognize that in come incirnces tuls mighe oc-
cur-~or that arployers should be roqu.:ei to cor.yiece ¢ad
submit their rcports sooncr than now roosired, 't is rhe

time period requirved
the
miss

CO process o

we repuct s and
required cuplovinent inforination aflt }
sions that we bellicove might Le sutcep

to eXoract
Loo the employer sub-
tivite to ieprovement.

-.

Also we believe that the importance of improvorenis in

the timeliness of covered CmplUVWGﬂt <
cant than indicated in the Deprriment’
of arca designation, a diifes
cent in the unemployment rate
The employment totals which

cowuld

estimates or prior montihs'
ference,
similarly affected.

The Department's response peinted
major prohlems with respect to timelin

ployment data related to making oligibi

deiterminations on the basis of calenda
preceding year although more recent da
could have been supplied by the Dupart
filiated State employment security age
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cuocested that provisions should be made by EDA to take of-
Ticial cognizance of such dats. Another improvement which
the Department suggestoed is to establish an unemploymment
cutoff point for termination, once an arca has been desipg-
nated, different from that used for initial qualificaiion.

o

T

12 Assistant Secretery for Leonomic Davelopment, De-
partment ¢f Cowmerce, in commenting on a draft of this re-
port, advised us by Tctter dated November 16, 1970, that EDA
was studying its legiclalive auvthority with a view to chung-
ing the critorvia for the designation of redevelopment arcas.,
We believe that the suggnstions by the Department of Labor,
outlined in the above parcgraph, should be considered in de-
veloping ncw criteria for area designations,

The Department of Labor also called attention to the
fact that the Imployment Security Amondmenis of 1970 would
extend unemployment insurance covernge beginning Janucry 1,
1972, to additional jeb groups, which should signilicantly
improve the reliebility of area uncrployment data for small
areas,

We have indicated in this report that major probloms
with using covered erployment os & awte basa on vhich co
build estimates of uncmpleymons in smedl and rural aveas in-
volve not only the muabers of arca residenis woriting in cov-
ered job groups but also the compiling cf coployiient data
for such workers on a resident labor force basis. We agree
that, from en overall standpoint, the new legislation should
improve the covered employiuent dalta basc. The significance
of these improved data on the accuracy and reliability of
specific county estimates, however, is questionable, because
the data will still be based on the places of work rather
than on the workers' residences.
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RECOMMEND/ WIONS TO THE SECRETALY OF LADOR

We recommend that the Secrctary of Labtor previde for:

--A review of the proccdures and practices of the State
employment security agencles relating to the develop-
ment of uneuployment estimates, to ascertain to what
extent changes to improve the accuracy and compara-
bility of the results obtained are required and fea-
sible.

--Improvements in the Department’s reviews and monitor-
ing procedures of the unemployment-estimating prac-
tices of the various States, to ensure wnifomity and
consistency in the applicetion of the prescribed tech-
niques and to provide technical assistance when needed.

--Consideration of a progr:m of houschold surveys in
selected arcas on a cyclical basis as one weiliod by
which the Department could evaluate the oncloyment
and unemployment levels yiclded Ly the prercevibed
methedology to ascertain whether they arc consistent
with local conditions., Implemantation of such o pro-
gram should be made, however, only afier the survey
procedures have been tested and found to be satisfac-
tory and after the comparability of the duta has been
established.

-~-High priority to be given to the efforts being made
to improve unemployment cstimates for local areas, so
that research findings will be converted into timely
and meaningful action where warranted.

--Consideration of the findings of this report in the
Department's evaluation of the unemployment-estimating
procedures.

The Assistant Secretary for Administration, Department
of Labor, advised us that--in line with our recomrweidation
for a review of the procedures and practices of the State
employment sectuity agencles and within the constraints of
budget rcsources and staffing ceilings--the Department would
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take appropriate steps to censure uniformity in the applica-
tion of prescribed vaemployment-estimating techniques and

to improve the accuracy and comparability of the results ob-
tained.

The Assistant Secretary indicated that a program of
household surveys would require some additional funding and
that the Depertment would explore the possibility of obtain-
ing additional resources for this purpose at the next avail-
able opportunity,

With regard to our recommendation that high priority be
given to the efforts being made to improve unemployment es-
timates for local arcas, the Assistant Secratary stated
that:

"The Department's present schedule calls for this
type of conversion of research findings into the
development of improved area unemployncnt esti-
mating procedures by the end of this fiscal yecor
[1971]. These improvements will take account of
the findings of the GAO report, as well as other
research studies sponsored by the Department and
the affiliated State employment sccurity asencices
to improve the soundness of estimates for local
arcas,"

The Department's response also indicated that a compre-
hensive report by consultants at the University of Heuston,
in cooperation with the Department's staff, was scheduled
for completion by January 1971. The report is expected to
include recommendations for improvement in the methodology
for estimating unemployment in small aveas. The Department's
response indicated also that an additional report relating
to the overall system for States and large arcas scheduled
for completion by July 1971 should include additional im-
provements in small area procedures.

The Assistant Secretary advised us that the Department
vould consider our findings in its evaluation of the unem-
plavrent ostimating procedures which currently was being
conductad,

The actions taken and proposed by the Department are
consistent with our recommendaticens.
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The legislative history of the EDA program undersceres
the irvortance of the incose c¢ritecia as a meesave of eco-
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The Subcomsmittee on Productlion and Siabilization, Sen-
ate Committee on Banking and Curvency, held hiavings in



May 1965, on Senate bill 1648, a bill to provide
public wovks and development facilities and for
poscs. The provisions of this legicleotion ropre
substantial pavt of the bill enicted as Lhe Tebl
and Lccnosiic Development Act of 1965, During th
the Depncy Admintsirator, ARA said that the 40-
incore provision wncluded in Lkb legislation:

"rrxis primarily a measurerment of underemp
for those csrentially rural areas vhere the
really no measurcs of unempleymenc. because
ple are employed on the farms and they are
counted as partially nn:np1o"od dospite the
that they may be only working a fract 1on of
their time and have very low income.'

As noted earlier in this report, most of th
which currently constitute EDA redevelopment ar

in character.

Under the current praciices, deternmirations

bility based on low income are restricted to thor

the country which qual 1fy at the time of tho cen
ulation, These deternminations are frozen until

census income results are made available--a peri
years. Therefore, regardless of improvements in
levels or the general economic conditions of the
areas; the areas continue to retain their eligib
and possibly share in the limited program Funds

expressly for economically distresscd areas. Ar

prants Tor
ol pul -
“=-:31 a

Le Vorks
e henrings
percount-

loyment
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not
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of ecligi-
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od of 10
incone
designataod
ility stactus
intended

eas guaran-

teed long-term eligibility are in sharp contrast to those

areas designated on the basis of high unemployme
subjected to annual rate determinations and revi
certain whether continued eligibility is warrant

Although the system serves to bencfit those
*which qualify at the time the census is taken, i
an inequity for those areas which, although not
.at the time of the census, later experience econ
turns with resultant effects on the areas' incom
Eligibility determinations do not rest solely on
of income. If an area's econonic distress is in
of undercmployment, however, it is doubtful that
criteria--such as unemployment--will prove to Le
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substitutes for measuring the distressed condition of the
area. As noted on page 20, widespread poveriy may exist in
some areas even though the local unemployment rates may be
relatively low.

Concern with using census data for EDA purposes also
ses when on2 considers the degree of preciscness and re-
ility of the income data developed. The decennial cen-
s are desigued primarily to obtain information on the
demogrm"nkc and social characteristics of the population and
not to provide median femily income statistics. The income
data therefore are by-product data that are gathered from
only a sampling of the population.

The income data in the 1960 census were based on a 25~
percent sample of the population, and the income data in
the 1970 census were based on a 20-pevcent sample. Since
the estimates aro basaed on a sample, they may difFfer. from
the figure that would have been obtained if a conplete cen-
sus had been taken. For medians, the sampling v.ciabitlity
depends on the size of the basz and on the disiiibution on
which the median is baucuo Therefore, for small aveas, the
variability can be expected to be greciws than that for
large areas. The folloving table, which is baced on 1960
census information furnished to us by ithe Burcev of the Cen-
sus for two counties, illustrates ¢:mpling variebility.

fmount by vhich frue wedian

Interval within fomily incore could be lower
Estimate vhich true madian or higher than estimated

Number of 1960 median family incowe . median f:mily incore
County families family income could fall (note a) Lover Higher
A 1,833 $§2,254 $2,099 to 32,409b $155 $155
1,961 to 2,567° 293 313
B 27,092 4,272 4,227 to 4,318P 45 46
4,181 to 4,363° 91 91

a . . s : .
True median fanily income is the median family income that would be obtained in a
census of all {amilies,

b
Chances are about 68 out of 100 that median family incomes obtained from a com-
plete census would fall within this range.

¢ 9] . . :
Chances are about 95 out of 100 that median family incomes obtaincd from a co.-
plete census would fall within this range.
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The results obtained in the cencsus are subject to cr-
rors of response and to processing and reporting variances,
Entries for census data are obtaincd through self-
enumerations or throuch houscheld interviews, and frceguently
these entries are basced on memory. A Burcau of the Consus
official inlormed us that this can produce undercstimates
of income, because a person tends to forget minor or irreg-
uler souraes of income., the Bureau of the Cennus notes in
its publications of inceme ctatistics that other crrovs of
reporting ave due to misrepresentation or to misuncer:tand-
ing as to the scope of the income concept,

The nced to develop current estimates of income has
been recognized for some time by both ARA and EDA. The Pub-
lic Works and Economic Development Act specifically requires
that an annual review be made of designations~-including
those designations based on income,

The Burcau of the Census collects annual data on mc-
dian family incore in the iaterim between deconnial cen-
suses through samwple surveys of about 50,000 hous=hnids in
the United States, The survey is kncwvn as the curye il pop-
ulation survey. Since these data are collectod for ouly a
small sample of the Natlon, however, the stalistics are
meaningful only as they vclate to the Nation as a wihole or
to regional scgments of the Naticn, The sample is not
large enough to develop statistics on a State or local basis,

In the May 1965 hearings referred to earlicr, the Dep-
uty Administrator, ARA, with regard to adjusting census in-
come data, stated:

"We hope within a few years to have a system by
which we can determine the changes in annual in-
come, county by county, through the use of In-
ternal Revenue figures. We do not now have it,
but we are experimenting with it."

An EDA official informed us that as of May 1970 EDA
did not have a system such as that described by the Deputy
Administrator., EDA officials later informed us that it
would be very costly to build an income data system on the
basis of Internal Revenue Service data and that the results
would be ol ¢iestionable reliability because not all income
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is reported to the Serviece. Becaure of these facts, cf-
forts ro develop a technique for determining changes in in-
core cn the basis of Service data bave been abandoned.
Beginning in fiscal vear 1967, EDA, in cooperatizn
with (Fe 0ffice of RBusiness Economics ((“_a:‘), Denavement of
Coutsnerce, initiaisd a progrem for the Jeovelopaent of total
and pev capita personol dncone and enrvniags Jdata for loccal
areas. Since that time, FDA has ci-ren substantial finsncial

support to QLT For this program, cmand for the data devel-
opcd undcr this progrom is, at the present tiac, mostly

from various groups and orgenluations 1nter>s\ed in regional
econoiic activity.

EDA officials stress the fact that, although the per
capita personal in ccme and ouruiﬂzs dzta developed by CBE
are the most promising alternatives to using decennial cen-
sus income data, th ey are not ypt developcd to the point
vhere it couvld satisfactorily scrvae the nzeds of EDA.  These
oificianls point ovt that the data. as pre: (ﬂxiy consiructed,
ara unstable for small areas. They point out ~lso that
there still will be a lag in the data even yith improvements.
The dara are deVCJO“md on a c57cn”arvyear basis and at the

time of our review were available throush 1957,

OBE officials aclknowledge the existence of wealncuses
in the data but point out that the data could be improved
to make them more compatible with EDA's necds. Tor eiample,
these cfficials believe that improvements could be made in
the intercensal estimates of the population that are divided
into the estimates of personal income to arrive at the per
apita income. An official of ithe Bureau of the Census in-
formed us that he belicved that OBE income data were reason-
ably accurate and that per capita income would be a good in-
come base for purposes of EDA area designetions after ad-

Jjustment to eliminate the income for nonprofit organizations.

There are several differences between the definitions
of income used by OBE and those used by the Burcau of the
Ceusns, which should be recognized. These are in addiiion
to the more commonly known conceptual differcences betwren
median family income and per capita income.



In its income figures, OBE includes all the moicy items
covarcd Iy the Bureau of the Census estimates, excopi such
items o0& i.terpecnonal transfers (such as allmeny and gifts
of monay bc*wﬁcn parents ond children) and cmployee coniri-
butions to socicl iasurance. OBE includes alco inccuoe re-
ceived by nonprofit organizations that is not included in
Burcau of the Cenrus [igures. The OBE estimates include,
in addicion to moretary items, such non monet tacy items as
wages received in kind, the net rental value of owner-
occupicd homes, and the value of services rendered by banks
and other financial intermediaries without the asscssment
of specific charges.,

As noted earlier, entries for census data Trequently
are based on a person's memory., OBE data, however, are
based mainly on wrecords of bucf ness and government which
show digsbursements made to individuals rather than on data
furnished by individuals.

A Bureau of the Census official informed us that availl-
able estimates indicated that 1960 census incoume data
amounted to 94 percent of the inceome data which would have
been obtained if ORE had applied thie same definition of in-
come, the difference being attributable to the metlwds of
data collection,

In considering the effect on the geograrhical disper-
sion of EDA areas of using per caplita income, we noted that
most of the areas which would qualify under the low-income
criteria would fall within the 10 States which the census

identified as having the lowest median family income,

The 10 States included: Mississippi, Arkansas, South
Carolina, Alabama, Temessee, North Carolina, Kentucky,
Georgia, South Dakecta, and Iouisiana. The comparison be-
tween the two income bases 1s shoun below.

Percent of arcas located
in 10 lowest modian

Zp'cgmgwba se family incomre States
1959 census wedian Family income 85
0.0 =~ . .
1959 OBE per capita income 82
1967 OBE per capita income 75
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As indicated above, use of mecdian family income or per
capita income would yield substantially the same results
for the same period of time. Assuming that this relation-
ship reiiains constant from yecar to year, it can be concluded
that chenges in levels of per capita incomz will approxi-
mate changes in nedian family income,

Using OBE income data for the years 1959 and 1967, we
determined whet changes in income had taken place between
the two years and what effects such changes would have had
on area designations based on incoma had the changes been
recognized. The results showad that 71 of the 160 counties,
nationwide, which would have qualified on the basis of 1959
per capita income criteria would have lost their income des-
ignation eligibility and 37 additional counties would have
qualified for eligibility. On a basis other than income,

27 of the 71 countics and 25 of the 37 counties would have.
qualified for eligibility. The table below summarizes the

results,

Number of counties

Qualified on 1959 per capita income 160
Terminated (1959-67) 71
Designated (1959-67) 37 34

Qualified on 1967 per capita
income

=
1N
1N

!
I
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MAXIMIM GRANIT RATE INCOME CRITIERIA

NEED FOR PERLODIC REENAMINATION OF
IA

EDA proccdures do not require revisions in the maximum
grant rate income criteria to recognize changes in income
levels. The income levels currently used as a basis for giv-
ing up to 30 percent additional grant funds are the same as
thosc used when the program was first establiched. During
periods of inflation and rapid economic growth, such as were
experienced during 1965-70, it is doubtful that income levels
can remain unchanged and still stand as valid criteria for
disbursing program funds. TFor examwple, data resulting from
the current population survey conducted by the Bureau of the
Census showed that the median income of houscholds in the
United States was $8,389 in 1969 compared with $5,660 shown
by the 1960 census. The ratio of poor persons to the total
population was 12 percent in 1969 couwpared with 22 percent
in 1959.

We noted during our review that the Office of Economic
Opportunity issued uniform income guidelines for application
in all of its programs where family income is uscd to deter-
mine pregram eligibility. These guidclines are based on pov-
erty thresholds derived from a definition of poverty devel-
oped [for statistical purposes by the Social Security Adminis-
tration in 1964. The Office of Economic Opportunity adjusts
the income guidelines periodically for changes in consumor
prices.

CONCLUS IONS

The decennial income data used by EDA as a basis for
eligibility and grant rate determinations do not provide a
current measurc of cconomic distress. It is also question-
able whether the census income data accurately represent the
actual levels of income for some small and rural areas. Ef-
forts should be made, therefore, to develop a means for im-
proving income data.

If the practicalitics of the situation warrant a con-
clusion that income data cannot be developed with grealer
Prceision in measurement or currentness, we believe that the
Sccretary of Commerce should so advise the Congress and
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recommena legislative
will provide equitable consideration of all areas.

changes to the present criteria that

We sugeost that EDA consider the feasibility of using
per copita income os one means of determining more current
and more complete income data, We recognize thet cuch doca

have soma lLinmitaltions, nj \e are not necessarily advocat ing
thie ure of throoe data in their present form, On the basis

of our Jdiccussions with kno ledgeable officiais of the De-
partuent of Comnerce, hovev 1y W believe that per capita
income is a promisiug substitute for, or supplement to, the
income data developed by the decennial census .and that seri-
ous efforts should be made to {urther explore the potential
of per capita income for arca desipnations and grant rate
determinations,

Furthermore we believe that EDA should institute tech-
niques for periodically adjusting the maximum grant rate in-
come criteria to bring them more in line with current coudi-
tions,

AGENCY COMMENTS AND OUR }:\m JATTON

The Deparitnent of Commerce's comments on a draft of this
report were included in a letter from the Assistant Sceretary
for Economic Development transnitted to us by the Assistant
Secretary for Administration in a letter dated November 30,
1970. (See app. I.) The commznts related to only that part
of the draft repori that concevned income stacistics and were
primarily a reemphasis of points discussed in the report.

Ttie Assistant Sccretary stated that the matter of unem-
ployment data was necessarily deferrved to the Pepartment of
Lokor, because the FDA legislation placed the responsibility
of 1inding the facts and providing the unemployment data to
be uvsed in making zrea designations with the Secretary of
Laber. The fssistent Secvetary pointed out that, in support
of the services rendered by the Department of Lhuor, EBA had
provided to thwl Department betweern $300,000 and $900,000 an-
nually from fiscal years 1%067,

The Assistant Sccretary agreed, in principle, that it
would be desiralle to have more recent income information on
a regular basis, as suggested in our report. le indicatad
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rhat the costs of securing such inforimation by duplicating
l.rcau of the Census procedures and techmiques appeared to
| - prohibitive, He said, hovever, that, by utilizing other
data sources, such as OBU.-as we suggest in the report --LDA
hoped to develon reaconably accurate income estimates to
serve as measuses of area economic distress,

He stated further that recent investigations by EDA sug-
gested that the relative income ronkings of counties remained
fairly stable and thet chonoes in income were net as dynamic
as were chang, 5 in rotes of unemployment.

We recormize that income varkings for some counties may
remzin stable betweeon periods and that changes in income lev-
els may not be as dynamic as are rates of unemployment.

These considerations, however, do not mitigate the importance
of having thc means to recognize changes within a rcasonable
period of time of thelir ocecurrence so that appropriate at-
tention may be given to thosc areas in need of econowic as-
sistance, rcgardliess of the number of counties which could

be exp=cted to experience changes in their levels of income.

The Assistant Seccretary directed our attention to the
fact that the Public Works and Eccnomic Developiient Act -
quired EDA to use only median family income data. We be!.eve
that cognizance should be given to the fact that the per
capita income scries developed by OBE did not bLecome avail-
able until 1968 and was not an alternative source of income
data at the time that the ARA and EDA legislation was drafted
and considercd by the Congress.

RECOMMEMDATIONS TO THE SECRETARY OF COMMERCE

We recommend that the Secrctary of Commerce provide for:

--A review and study, in cooperation with the Department
of Labor, of the problems associated with developing
current unemployment and income data.

--Consideration of the feasibility of using, as a basis
for area designattion, the more current per cepita in-
come data developed by OBE instead of, or as a supple-
ment to, the median family income developed as part
of decennial censuses.
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~-The wrecomnendation of changes in legislation 2s war-
rantced by the resalts of the study we recomsead.

--The institution of techniqucs for perlodically adjust-
ing the maximun grant ratcoe income criteria.

The Assistant Scercetary for Economic Development stated

“hat a joirt EDA/OBE group was working on the development of
Per capita income oqu He said, lhowever, that much work re-
weined to be done before per capite income could ha consid-
cred an acceptable substiture for the family income statis-
tics currently used by EDA as requived by ;081568130Q. He
said also that this woik would involve ecvaluating the quality

the estimates and thelr comparability with these developed
from Bureau of the Census procedures,

We believe that it is of utmost importance that the task
referced to by the Assistant Sezrctary of eovalucoting the
quality of the estimates and their con %r“o‘.ity ”’:h those
developed from Burcou of the Census precedures be given the
highest priority so that the Congress will beve ithie opportu-
nity to consider this alternative source of incois data when
it considcers future economic assistance lepiclution. LEDA's
current authorization expires in fiscal yonr 1977,

The Assistant Secretary stated that EbPA was currently
studying its legislative authority with a vicw to changing
the criteria for the designation of recdevelopmont areas.,

The Assistant Secrvetary did not comment specifically on
the need to institute techniqucs for pericdically adjusting
the maximam grant rate income criteria. Since these criteria
are used by EDA for giving up to 30 percent in additional
grant funds, we continue to belicve that there is a need to
periodically adjust the criteria to recognize changes in in-
come levels,
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APPENDIX I

THE ABTISTATT SUCRETARY OF COMMLRECE
Washington, D.C. 20230

NOV-30 1970

Mr, Henry Eschwege
Associate Director

Civil Division

General Accounting Office
Washington, D. C. 20548

Dear Mr., Eschwecge:

This is in reply to your letter of September 22, 1970, reqguesting
comments on a draft report cntitled "Need to Improve Data

Used as a Basis {for Providing Federal Assistance to Flconumi-
cally Depressed Areas,; Departments of Commerce and Lubor, "

We have reviewced the comments of the Economic Developrent
Administration and believe that they are appropriately responsive
to the matters discussed in the report,

Sincerecly yours

i .
\"" ~ //f

/.‘{, / f/f//l

.L"lr/y A _/;/obe

Attachm ent

PRVEDIUEEPRE
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Washington, 3.C. 20230

NOV 16 1970

Mr. Henry Eschwege

Associate Direcior, Civil Division
United States General Accounting Cffice
Washington, D. C,. 20548

Dear Mr. Eschwegc:

The Economic Development Administration hereby submits its
comments on the General Accounuing Office Draft Report to
the Congress of Zepienber 22, 1970, on the "Need to Improve
Data Used as a Basis feor DProvidine Federal Assistance to
Economically Depressed Arcas.'

Representatives of TDA and GADU have met on two occasions to
discuss the draftbt report. As a rcsult of these mectings,
certain changes have been made in the draft report by the
GAO representatives to reflect, among other things, EDA's
concern with income data currently vsed in designating re-
development areas and the fact that EDA is presently explor-
ing the use of other income data as a basis for designation.

Specifically, GAO recommends in the draft report that the
Assigstant Secrectary for Yeonomic Deovelopment should

1) review and study the problem of developing current
income data,

2) consider the fcusibility of using more current per
capita income data developed by the Office of
Business Fcononmics (OBR) instecad of decennial census
Figures for designation of areas on the basis of
low income, and

3) recommend changes in lepislation as warranted by
the rcsults of the Department's study.

GAO also recommends that the Scceretary of Labor initiate an
in-depth review of the practiccs and proccedurcs of Stubn
employment security agencics with regspecc to the veliabiliyiy
of unemployment statistics.
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Mr. Henvy Eschwege

The following comments by IEDA rclatc only to that portion
of the dralt report concerning incomec statistics and are
i primarily a reemphasis of points now reflected in the draflt
' ) report. We necessarily defer to the Department of labor
as to the matter of uncmployment data becausce, as is clearly
set forth in scction 401(a){1l) of the Public Works and
- Economic Development Act of 1965, as amended, "“"the Secyetary
of Laboy shall find the facts and provide the data to bhe
used by the Seccretary /of Commerce/ in making lhe determin-
ations rcquired by this subscction.'" However, it should be
noted that in support of these services, EDA has advanced
to the Deparlment of Labor $800.000 -~ $900,000 annually since
Fiscal Year 1967.

With respect to the use by EDA of median family income data
(1959 data as shown in the 1960 Census of the Population),
we call your attention to the fact that section 401 (a)(2) of
the EDA Act presently requires EDA to use only median family
income data and does not allow EDA to use per capitia income
data as suggested by GAO.

As the draft report acknowledges, 1960 Census data arve the

most recent data available for all arcas (couniices) in the

: United States. The draft report also notes that to dacc

i nothing has been accomplished to update the 1960 Census moedian

family income data. While this is corrcct aud our operatiog

‘ procedures continue to be based on the 1960 Census data, we

i have explored the possibility of developing and ulilizing

1 other sources of income data. The draft report recognizes

| that in 1267 EDA initiated a program with the Office of Busi-

ness Economics of the Department of Commexrce for the develop-

‘ ment of per capita income estimates on a county basis. Per
capita income data for many, but not all counties, becanme
available in 1968. EDA has bheen the primary single contributor
to this effort and through Fiscal Yecar 1971 has obligatced
$645,000 to OBE to sccure these data. A joint EDA/OBE work
group is working on the development of per capita income data.
However, there remains the difficult task of evaluating the
quality of the estimates and their comparability with those
developed ron Census procedurcs which yield estimates of
median fantly income.  Much work remains before this noewly

* developed govies can be considered as an acceptable substii oo
Tor the farsly income statistics currently used to reflcect
21ea ccononic distress,
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We would also point to an earlier attempt in 1963 - 1964 hy
the Area Redevelopment Administration (ARA), EDA's prodeces:or
agency, 1o secure and utilize Intcrnal Revenue data to de-
velop income estimates. This effort was lorgely unsuccessivl
duc to the difficulties in securing and procoessing the infow-
mation as well as the many problems involved in resolving

the technical questions associated with this data source.
During this period ARA also favored the proposed quinquenninl
census in order to secure more recent income cstimates.

Qur recent investigations suggest that the relative income
rankings of countics remain fairly stable and certainly changes
arc not as dynamic as are rates of unenployment. Nevertheleos,
we agree in principle that it would be desirable to have more
recent income information on a regular hasis. Unfortunately,
the costs of securing such information by duplicating Census
procedures and techpiques (e.g. surveys) appears to be pro-
hibitive. However, by utilizing othcr data sources, such as
from OBE, we hope to develop reasonably accurate income esti=-
mates to serve as mcasurcs of area cconomic distress.

FDA is currently studying its legislative authoricy with a
view toward changing the criteria for the designniion of re-
development arcas. However, we arc not in a position at this
time to make definitive reccommendations for such changes
pending completion of this study.

Sincerely,
I /) Pt
T \éD ’
\/ﬂacv&ét_'\:”kgﬁﬁL
Robert A. Podesta

Assistant Secretary
for Economic Development
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DEPARTMENT OF LABOR RO

o & e

O1ir). or 1HE AESIQTANT Sl‘(RY‘,l‘ARY 1OR /‘\LDMI.‘HSTNA’HU{\ ) ':nG{ ' 7
WASHINGTON, DG, 20210 L :

‘o N &

N

DEC 2 1970

Mr. Benry Eschwepe

Assoclate Director

Civil Division

. Ue S, General Accownting Office
washington, D, £ 20546

Dear Mr. Eschwege:

Ve very much appreciate the opportunity Lo review and cumment upon the
General Accounting Off'ice (GAO) draft report concerning the "Need 1o
Improve Data Used as a Basis for Providing Federal Assistance to
Economically Depressed Areas," which you Torwnrded vith your leiter of
September 22, We were also pleased to heve an oppouiunlty to meel with,
and work with your staff to explore in debteil some of the issuss and
underlying problems which vere pointed up by the GAD review.

The enclosed statement swmsrizes +he Danarmmcnu of Iaborf's YOS ponse
to the findings and recomendations of your report. We hive 1
our comrents to those portions of bhp report wanlch rolete to tho
responsibilities of the Department and the ariiliasted Stete enniom.ant
security egencies for the preparntion and wtilizaticon of aren q~-np]oy—
ment statisties in the implementation of the Public Works erd Weo.onie
Developmant Act of 1955. As you know, the Department has no spocific
responsibility under this legicslation with respect to income stotistics
used in determining area eligibility.

i
I

We have also taken cognizance, in our respense, of the comments of the
two State ecwployment security agencies where the GAO conducted o come
prehensive avdit of arca unemployment estimating procedures in comnection
with the preparation of this report. Copies of these State replies have
been furnished to members of your staff,

You may be certain that we shalle--in 1linc with your recommendations
and within the constraints of budget resources and stsffing ceilings--
take approprlate steps to “assure uniformity in applicatlion of prescrived

W V“"'TF"&)‘PM
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estimating technicues anc to improve the accurucy and compar«bility
of the results oblained.” We shall alco, as you rccommendel, consider
the comments in the GAO report "as part of the Departvent's evaluation
of the unemployment estimating procedures” which is currently being

conducted.
Sincerely,

LEO R. WERTS

Assistant Secretary for Adrninistration
Enclosure
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pled ' THOCT Ly Moo o, il Loore rsed groon”

o tuel-Tindins recyonaibilities of Lhe Deprriment of Labor [or tno
cer of enbetentieol or nervsistent wnennloyvaent unfor

|r~vL,A4c"1vu“ ol ar

{ne oehlie hookts and Noononic Lovelons ol Act of 1965 (Eﬁl) ore cLrried
ST pqnn;ration with ~{lilicled Stote omminyt ent rrcurfty acencies,
Aoonoted in the GLO roport, the concento ena definitions ured by thsz
Devortment ond alililinted State crpenclies in rezouring unes li Lonu on &
Jreel aven Lasis for b UDA pro--wm are 1centical with those used in
developing Retlonal unemployment ctatistics.  bociuse of cost fectors,
wowever, the ares qebn are developed on the buacis of a different

meu‘oooln{y. It vwould be probibitively exrensive to try to prouuce «11

ca unemploymzut estisotes reguired for iLne implerentation of YDA,
throuvl the stmple household curvey proccavr&v 1sed to develop hathHLl
cstimates.

£t present, rmost EDA creac arce omall rural cenlers.  The Labor Nepirirort's
vrenployment estimaline procedores swere initially desicued for larse
metreovolitan arecs. This mcthodnlongy is cependent to a verving eyieab on
bace Lutn roluting to unemploymenl insursnce coverage. Lecaune such
coverage is more widespread in large metrovoliten creas, the cof tiiwster
for such arcas tend to be rore xeliable than thoce for small areas.

The two Staten selected for the detalled GAO audit have o very sisnilicont

nusber of such swall areas, Tovc%he thece two States accounted ior close

to 10 percent of 2ll areas (60 of €34) reviewed for DA elisibiliiy ou

the basis of celendur ycar 1952 data ¥nile the rnroblems €xpericrcad in

ithiese Stetes arc chuarscterictic of those in nony cther Stotes, the
TTiculties in resolving these problems in the two auditea States were

cowpaanded by the sirable number of rrall areas handled under the proyrem.

Irprovirg the Area Uncemvloyment Estimales

In the "Reccmmendations angd SuggcstIOﬁs” secticn (‘.?) end the "ganclusions
fnd Trecccs Tt ons™ sections (9l b8,Lh9) of their report, tne Ghu sheto:
- thet "oy ovies 7 the study belng conducted under thc sponsorshin of the

N B >

Lo de ot to eviluate tne wdegquacy of the methodolery currarily

' o v ke T o estinnting unemologment, GAO i€ mekinz no recos Smiatlon
! cora b b cegvements in the moilhedolery.  GAO reconcends tast the
S0l b eoniiaor the counentes included in this vanort s oLogd
N O P T IR conevaluation o the unemployrent estimztins procedner oM
e aen o e o ostated that there ia need to expedite the efforis by
o, cilte Lo aaprove e wne coloynent estirives for srell arcuas,
fodt o Moo Lrearen Dindinss into tively snd newninofulecetion,”
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APPENDIX II ;
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APPENDIX I11l

PRINCIPAL OFFICIALS OF
THE DEPARTMENTS OF COMMERCE AND LABOR
HAVING RESPONSIBILITY FOR THE ACTIVITIES

DISCUSSED IN THIS RIPORT

Tenure of office

From To

DEPARTMENT OF COMMERCE

SECRETARY OF COMMERCIE:

Maurice H. Stans Jan. 1969 Present
C. R. Smith Mar. 1968 Jan. 1969
Alexander B. Trowbridge June 1967 Mav. 1968
Alexander B. Trowbridge

(acting) Feb, 1967 June 1967
John T. Connor Jan. 1965 Jan. 1967

ASSISTANT SECRETARY FOR ECO-
NOMIC DEVELOPMENT (note a):

Robert A. Podesta Mar., 1669 Present
Ross D. Davis Oct, 1966 lfavr, 19¢€9
Eugene P. Foley Sept., 1965 Oct. 19606

DEPARTMENT OF LABOR

SECRETARY OF LABOR:

James D, Hodgson July 1970 Present

George P. Shultz Jan., 1969 July 1970

W. Willard Wirtz Sept, 1962 Jan, 1969

ASSTSTANT SECRETARY FOR MANPOWER:

Malcoim R, Lovell (acting) Aug. 1970 Present

Aene™ 0 R, Webcer Feb, 196% July 1970
. stan® oy H, Rutuonberg June 1966  Jan. 1969
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APPENDIX TIII

Tenure of office
From Ig

DFEPARTMENT OF LABOR (continued)

MANPOWER ADMINISTRATOR:

Malcolm R. Lovell June 19¢9 Present

J. Nicholas Pect Feb, 1969 June 1969
William Kolberg (acting) Jan. 1969 Feb. 1969
Stanley H. Ruttenberg Jan, 1965 Jan. 1669

BUREAU OF EMPLOYMENT SECURITY
ADMINISTRATOR (note b):
Robert C. Goodwin Aug. 1949 Mar. 1969

fposition established effective Sepiember 1, 1965, as Assis-
tant Sccretary and Director of Economic Development. Rede-
signated as Assistant Secretary for Economic Development,
effective December 22, 1966,

bUnder a reorganization plan effective March 17, 1969, in
the national office and March 24, 1969, in the field, the
Bureau of Employment Security was discontinued as a sepnrate
entity within the Department of Labor. The funciions of
the Bureau were assumcd by the U.S. Training and Employment
Service and the Unemployment Insurance Service components
within the Manpower Administration created by the reorgnniza-
tion plan.

U.S. GAO Wash., D.C.
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